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To our stockholders': N

..

The past year represented a transitional perrod for Marvel, dunng which we achleved stronger than
originally anticipated operating results while also making important strides in developing our
entertainment production capabilities mcludrng the launch of development for our slatg of Marvel-. .
character feature films. - . ‘ . o e Vo s“ﬂ |

In 2006 we achieved net sales of $352 mlIIlon and net income of $59 mtlllon or $0 67 per drluted
share. We generated strong operating cash flow of $158 mllllon durrng the year, even after . ,
spending $15 mrllron on pre-production for our feature film state e

Using cash flow from operations as well as borrowings under our credit facility, we repurchased
approximately 16 million shares during 2006 at an average purchase price of. $18.47 per share.;
From the beginning of our share repurchase activity in 2004 through December 31, 2006, we have‘ O
spent $650 million repurchasing 36 million shares at an average price of $18.05 per share The: . |
repurchases reflect the Board of Directors’ confi dence in our long-term prospects and benef ted our
reported earnings per share during, 2006 as they will continue to do in future periods.

Our financial accomplishments in 2006 were based on our core strength, which has remained
unchanged for over 60 years. Then, as now, we have benefited from our characters’ abiliiesto . »
resonate with the public through the power of storytelhng We have more channels than ever before »
through which to expioit our character brands today, and new channels continue to evolve through . ||
changes in technology and consumer lifestyles. The result is growing global consumer awareness | |
of our corporate and character brands from which we benefit financially through both our direct, '
efforts and the efforts of our licensing partners.

One meaningful distribution channel for our character storles continues to be feature films that are
produced and distributed by movie studio partners. 2006 marked the release of X-Men: The Last™ 5
Stand, produced by Twentieth Century Fox, which grossed $459 miliion in box office receipts . .,. ..~ ﬂ
worldwide. Already in 2007, our Ghost Rider character has unleashed its vengeance on the box
office. This Sony-produced film generated the #1 domestic box office performance in its first and
second weekends in theaters and has generated over $200 million in worldwide box office receipts.
The box-office performance of these films demonstrates once again the power of Marvel's brands -

and stories before global audiences. ,
[ P

Later this year will see the launch of two hlgh profile licensed film sequels: Sprder-Man 3, opening-on
May 4™, and Fantastic Four: Rise of the Silver Surfer, opening on June 15", Licensees have
embraced these fitms, which reach across a broad demographic. We anticipate a significant
contribution to our 2007 financial resuits principally related to Spider-Man 3 licensed toys and t
consumer products.

Our traditional medium for building awareness of our characters is our publishing business.
Publishing continues to raise the bar on storytelling excellence while simultaneously generating -
increasing sales at very attractive operating margins. In 2006 we benefited from both the financial
and “buzz-creating” success of Civil War, a special series that had tie-ins across many of our
established comic book series. Civil War's five 2006 issues were the year's five top-selling comic ~ *
books in the U.S. More recently, our comic book issue featuring the death of Captain America '




became a news story in itself, drawrng coverage from major newspapers, magazines and
broadcasters, including over 700 televrsron outlets across the country. Our publishing efforts also
continue to benefit from growing distribution channels in national bookstore chains, driven by a
growing base of trade paperback and hardcover sales.

2006 also was the year during WhICh we accompllshed two transitions in our toy operations: from our
former key licensee back to us for most of the year, and then from us to Hasbro. . Initial Hasbro
products shipped in late 2006, W|th the full product lines slated for 2007 release. In teaming with
Hasbro for this important segment we have significantly expanded the opportunity to have a broader
base of Marvel-character-based toys avarlable to more consumers throughout the world.

i
Looking forward, we are selzrng the opportunlty to further Ieverage the growing popularity of our
brands. Moving into 2008, Marvet Studios plans to launch its first two self-produced feature films.
These films mark a major milestone in Marvel’s history and represent a coming of age of sorts for
Marve! as a global entertainment company. The films are /ron Man, slated for release on May 2,
2008, and The Incredible Hulk, wrth a planned release on June 12, 2008. Production costs for these
films and future Marvel-produced fi Ims will be funded by our $525 million non-recourse, revolving
film ﬁnance facrlrty i. ,

The financial structure of these fi Ims posmons us for the first time to retain the full upS|de from the

* -success of feature films across each revenue stream: box office, DVD, pay and free TV, cable and

related consumer-products Ircensrng The structure also serves to shelter us from much of the cash
risk in funding the significant capital needs of feature film production. We have selected characters
and are developing films with an eye toward Supporting our core’ businesses and thereby further
burldrng the Marvel brand. R

Beyond these initiatives, we contlnue to focus on opportunltres to expand our penetration of
intérnational markéts where we see substantial growth opportunrtres Only days ago, we announced
the signing of a license to feature our characters in a major few theme park in Dubai. We are also
actively developing our strategy for the Internet, where we have only scratched the surface of this
fast-growing market.

In summary, we believe Marvel is; weII positioned for growmg vusrbllrty and contlnued success. We
thank you, our stockholders for your support and confidence. ’

I
-

Srncerely,

ol | e /a
Morton E. Handel Isaac Perimutter
Chairman of the Board _ - . , Vice Chairman of the Board and

e Lo Chief Executive Officer. .
YA A
) d
David Maisel

: . John Turitzin
Executive Vice Presidént,

/ ; _ Executive Vice President,
Ofﬁce'pf the Chief _Execi,ttive Office of the Chief Executive
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. : . PARTI - .. e

ITEM 1. BUSINESS ‘ ' . _ !

Unless the context otherwise requires, the term “we,” “us,” “our,” “Marvel” or “the Company each
refer to Marvel Entertainment, Inc., a Delaware corporation, and its subsidiaries. Some of the characters and
properties referred to in this report are subject to copyright and/or trademark protection.

General

Marvel is one of the world’s most prominent character-based entertainment companies, with a proprietary
library of over 5,000 characters. We operate in the licensing, publishing, toy and film production businesses in both
domestic and international markets. Our library of characters includes Spider-Man, Iron Man, The Incredible Hulk,
Captain America, Thor, Ghost Rider, The Fantastic Four, X-Men, Blade, Daredevil, The Punisher, Namor, Nick
Fury, The Avengers, Silver Surfer and Ant-Man, and is one of the oidest and most recognizable collections of
characters in the entertainment mdustry

Our growth strategy has been to increase exposure of our characters by licensing them to third parties for
development as movies and television shows. The increased exposure can then create revenue opportunities for us
through increased sales of toys and other licensed merchandise. . Qur self-produced movies, the first two of which
(fron Mai and The Incredible Hulk) are scheduled for release in 2008, represent an expansion of that strategy that
increases our level of control i in developing and launching character brands.

Our business is divided into four integrated and complcmeniary operating segments: Lic.ehsing, Publishing,
Toys and Film Production. ‘

The expansion of our studio operations to include feature films that we produce ourseives began in late
2005 with our entering into 2 $525 million film facility to fund the production of our films. This expansion has
resulted in the creation of a new segment, the Film Production segment. During 2006, we substantially completed
the ramp-up of our movie production business, including the addition of key personnel, to support the development.
and production of our self-produced films. Consequently, we have presented the Film Production segment
separately as of December 31, 2006. Previously, Marvel Studios’ operations related to the licensing of our
characters to third-party motion picture and television producers. Those licensing activities were included, and are
still included, in the Licensing segment. However, the operations of developing and producing our own theatrical
releases are reported in our newly created Film Production segment, as these operatlons are inherently d:fferent than
that of licensing our characters. The film facility is described below.

Marvel and Sony Pictures Entertainment Inc. have entered into a joint venture for the purpose of pursuing
licensing opportunities relating to characters based upon movies or television shows featuring Spider-Man and
produced by Sony Pictures:. The joint venture is named Spider-Man Merchandising L.P., but in this report we refer
to it simply as the “Joint Venture.” Effective April 2004, the operations of the Joint Venture, previously recorded
under the equity method, have been consclidated in our accompanying financial statements as a result of our then
assuming control of all significant decisions relating to the ordinary course of business of the Joint Venture and
recemng the majority of the financial interest of the Joint Venture. The operations of the Joint Venture are included
in our Licensing segment.

Licensing

_ . Our Licensing segment licenses our characters for use in a wide variety of products and media, the most
sng-mf icant of which are descrlbed below. L i

Consumer Products

We license our characters for use in a wide variety of consumer pmducts including toys (other than toys )
~ licensed to Hasbro, Inc.), apparel, vidéo games, electronics, homewares, stationery, gifts and noveities, footwear,
food and beverages and collectibles. While reverines from these activities are class;ﬁed in our Licensing segment,
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-!
we classify revenues from our past toy license with Toy Biz' Worldwide Ltd. and our current toy license with Hasbro
in our Toy segment. P

.'4 \:J B v ;.,f' b

Studio Media Licensing
'l'"l l'. Savy. '."""‘“' H ".._'-.'.‘w' 3"". t-, S . . Lo ey [ b Co .
. F gcifmre Fi 1]1‘115.] We have llcens}’e‘g-‘val"mus Marvel characters to ma_;6|r motion picture studios for use in
R A I A S T Il B B R A T A Lo LAt ey Y ot e . .
motion pictures. For example, wé currently have licenses with Twentieth Céntury Fox to produce motion pictures
o N [ t . by P " -

featuring characters, including The Fantggiic Four and X-Men, We also have outstanding licenses with ‘studios for a
number of our other characters, including Spider-Man, Deathtok, Namor and The Punisher. Under these licensgs,
we retain control 6ver merchandising rights and retain more than 50% of merchandising-based royalty revenue. b

T - .
T S WP I LUt AT o O R S T ) L Lo . ' - T
! Y Videé Gaes. We have licensed some of our characters to top-tier publishers such as Activision,

Ele'ct{pnlc Arts, ‘M}crds'(‘J'ﬂ,“S}gga, and others to‘proahce current and,neﬁ(tfgen_er‘a_tlon video games on multiple
platforms iricluding Xbox' 360, Playstation 3, 1 ri{lté’x}‘d() Wii, Pl{a}yis’t;?tiOn'Z,fNimendo DS,I‘PSP and PC. 7 ,
S CHLRG T T e Te L AL LI et TR e T ' -
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Television Programs. We have licensed some of our characters for use in teleyision.programs, which fuel .

additional brand awareness. Several live-éction and animated television shows based on our characters are curr'en'tly'
in dcvelopmemnirllcluding‘ live-action telf[:vision program‘ming based on Moon Knight and animated programming
IR 1 LT . . . LT L L F | LI STy, et vt IS i - S " v
based on Thé Fantastic Four, Irori Man and the X-Men. : . -
! < I [ [P SR LA O o v Fo "". PR Bt M | R LARE ST 14 ¥ '
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Made,—for,—DVD/lim:naled‘ féalyre Fr!miv‘.‘ We'have licensed some of our characteérs to an entity controlled .
L A " $org_d S r il A Ata * LA O YT . - M Tiv L bt
by Lions Gate Entertainment Corp. to prlocj_}'lg:e up t& ten feafire-length animated films'for distribution directly to gh;a'

¥ by . PR o T ' A L e .
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home video market. The first two animated featurés, Ultimaie Avergers and Ultimate Avengers 2, were released in
2006. The anima}ed feature The Invincible Iron Man was released in early 2907 and has had strong sales to date.

T AT Fo L O T R T P A I e « | . . e et 0 L
Doctor Strange is'schéduled for rei¢asé'in:August 2007. . '
, O

Destination-Based Entertainment . . .

b LU B PRETT LI '!‘l- Yoot T H ;..
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We license our charaéters for use'at theme parks, shopping malls and special events. ‘For example, we havé
licensed:some.of our characters'for.use at Marve!*Super Hero Island, part of the Islands of Adventure theme park-at.
Universal Orlando in Orlando, Florida. : We have also licensed some of our characters.for use in a Spider-Man’ ¢ il

attraction at the Univérsal Studios lhciné park in Osaka,.Japan. O N
O Y T e I A R A
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We also license our characters ;'o,gﬁshort-tenn tie-in promotions that appear as advertisements, premium

W YLt PR P T L Pares e, vt i Y- LI RI. P . pA L
programs, sweepstakes and contests to consumers ?pdfor the 'compames’ trade markets. B ‘ ¢
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GBublications L ), s e G e

. Our'Licensing segment licen5e§ our characters to publishers located outsideithe United States foruse in- -~

. . g ! . R . .. . . . i
foreign-language comic books and trade paperbacksiand to publishers worldwide fornovelizations and a range of ™

activity booksi:+! g edny T nloy R L T AP el Tl e s
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QOur Publishing segment has be‘\en publishing comic books since 1939. Our titles fedturé, among other *°
characters, classic Marvel Super Heroes. Qur characters have been developed through a long history of comic book
plots and storylines that give each of thefmf their own personality, context and depth. R

- + . The-Publishing segment's apprgach-to our characters is to present a-contemporary drama suggestive of real
people with real problems. This enables the characters to evolve, remain fresh; and, therefore, attract iew and retain:
old readers in each succeeding generaticfn. Our characters exist in the “Marvel Universe,” a fictitious universe that
provides a unifying historical and conte):ctual background for the characters and storylines. The-“Marvel.Universe”
concept permits us to use the popularityiqi; our characters tpumcyfe,t:g!ly @velpp,gxistjpg but lesser-known .
characters. In this n_l:ai,mgy‘,' formerly lq_ésé:ykn_qwr;,ghargi.ctgér_ﬁ\sqcrzh_a; Ghost Rider, Black Panther and Wolverine
ha".':e__l?'?enlgev;!opég:l ;ap‘d, are :n.()J‘w‘p'bp}llaﬂ.c.l}a_ractgrs"irn 'lkjt?ig; own 'nght ,fi.flfi_ ?:re'featu‘r?d _inht_hei.r gwn_’comic bﬁqkﬁ;. »
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The“Marvel Universe” concept-also allows us to use our'more papularicharacters to make*‘giest:appedrances”-in’ %
the comic books of lesser-known characters to:attemptito increase the circulation.of a particular issue or issues. #.2,

. . '

Cus!omers MarkermgandDrsrrtbuttom R T IO L B P APPSR a;.
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ln 2006 the Pubhshmg segment contmued to be, the comtc 1ndustry leader wrth 45% of the do]lar share
and 46Y% of the ‘unit share of the mdustry The Pubhshmg segment 5 pnmary target market for comtc books has been
male teenagers and young adults in the 13 to 23 year old age group. Established readershlp of ouf comic books alse*
extends to readers in their mid-thirties. it

1 7Our comic book publications are distributed through three: channels (i) to comic'bookispecialty stores on a
non-retumable basis (the “direct market™), (ii} to traditionial retail outlets;, mcludmg bookstores andinewsstands, il a
returnable basis (the “mass market™) and (iii) on.a subscription sales basis. - Tt e el s

‘For.each of the years ended December 31::2006, 2005 and. 2004, approximately 70% of the Publishing
segment's net révenues were derived from sales to the direct market.\We distribute our publications to the direct .. ;
market through an unaffiliated entity (Diamond Comic Distributors, Inc.).. We print periodicals to order for the ¥«
direct market, thus minimizing the cost of pnnnng and marketing excess mventory

E 's.‘” S e F oLt e L L S R N T S TS TR | v n‘f‘(' AU
1*-¢. “Forthe years‘ended December 31 ‘2006, 2005 and 2004 approxrmately ]5% 13%and 13%; respecttvelyﬂl'
of the Publishing segment’s net revenues were denved from-sales to the mass market. Qur sales to the mass market,x

also include trade. paperbacks which are. comptlatrons of previously prmted periodicals collected to tella v - 47
complete”'story AT T 1 N T By T
g ' T gt L s T e Ly ! A ' TRV I TOT U AL T ' iYL

t: =rIn*addition to revenues’ from the sale of .comic: books to the direct market and the mass market, the - ' =/

PublisHing segment derives revenues from sales of advertising and subscriptions and:from other publishing ' . ;»
activities, such as custom comics;+-For the'years ended-December 31, 200672005 and 2004, approximately -1 5%,7: ¢
17% and 17%, respectively, of the Publishing segment's net revenues were derived from these sources. In most of
our comic publications, ten pages (three glossy cover pages and seven inside pages) are allocated foradvertising.

We permit adver;nsers to advertise i ina broad range of our comlc book pubhcanons or to advemse in specrﬁc groups
of titles’ whose readershrp S age is, su1ted to the adverttser U e

T S A U 0 L
LR T |
Our Marvel Online business has had a small but growing impact on Publishing segment revenues, mostly '
through online advertising and comic subscription sales. Our website www.marvel.com has also proven to be an
effective means to market various Marvel products and events. We expect strong growth and diversification in
Marvel Online revenues as we continue to increase our online presence! .- . -~ B I B JRTI
LT ATL L e LT e A T L T A U S A S O T IPUN S P

Toys N RN AN

... Our Toy segment is in a period of transition driven by the signing in'January 2006 of our.agreement with
Hasbro and the December 2005 early termination of our agreement.with our then exclusive toy licensee, Toy 'Biz .
Worldwide Ltd. ¢*TBW™): The Toy segment was run dtfferently in 2006 than in 2005 and has' changed again forwt:

2007, now. that products are produced and sold by Hasbro." AL I ST Y P AP 5!
“ vt ,"J . “ AN n! ,‘.“-:‘ ¢ i 1, e :(.J',' ;‘,r't' b,".,‘r ot “ rl-
Toys tn 2005 and in Prtor Years
i

o (Dunng 2005 our Toy segment created desrgned developed marketed and drstnbuted a l|m1ted lme of toys
to the worldwide marketplace Our’ toy products were based upon Spider-Man movies and { upon characters that we |
licensed in, such as characters from the movie trilogy The Lord of the Rings, the television shows for Total Nonstop
Actaon (“'[NA”) wrestl_mg and the movre and televr_sro_n_ shows ba_sed on the chara_cter Curtous,George..

{ "™ L}

:;l ”: e had an agreernent wrth TBW smce 2001 under whrch we hcensed to TBW the nght to use, the Man:el
characters (other than characters based on the Sprder-Man ,mov1es) in producmg and selling act:on ﬁgures and
accessories, and certaln other toys The ltcense also permrtted TBW to use our “Toy Biz” brand name. Under a . ‘"
separate agency agreement we p{_pwded propluct development markettng,and sales servrces for TBW in exchangeJ

fora ‘sefvice fee. We received royaities and service fees from TBW based on TEW’s sales of Marvel-de31gned toys -

LYl




i
produced and sold by TBW. On December 23, 2005, we términated both the license and agency agreements,with
TBW effective January 1, 2006, one year ahead of their schieduled expiration date. . .

L :

Royalty and service fee income recognized from the license with TBW aggregated $51.8 miilion in 2005

and $15.2 million in 2004. All royaltiest received from the sales of toys licensed to parties other than TBW during
2005 and eéarlier were recorded as royalties in our Licensing segmerit, as we did no product 'developm‘ent; marketing,
sales or other'services for these licensees.|, : o N A

e

Toys in 2006 L -

r Most Marvel character-based tcf)y's previously produced for retait by TBW were prodm_:ed and sold by usin
2006. We also continued to produce toys based on Spider-Man movies and based on licensed-in characters such as
Curious George and characters from Code Lyoko and TNA wrestling. ;

]

In 2006, TBW acted as one of our sourcing agents and, in that capacity, helped us to locate suitable
factories in China for the manufacture of our toys. We use a leading independent quality-inspection firm to monitor
quality control of our Toy segment’s products. , ' : '

1
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In January 2006, we entered into a license agreement with Hasbro under which Hasbro has the exclusive

right to make action figures, plush toys jand'cenain role-play toys, and the non-exclusive right to make several other
types of toys, featuring our characters. The license gives Hasbro the right to sell those toys at retail from January 1,
2007 through December 31, 2011, In séme cases, however, Hasbro was permitted to sell toys at retail during 2006.
The license is subject to extension in the event that entertainment productions featuring our characters are not
released according to an agreed-upon schedule. We also entered into a services agreement with Hasbro under which
we have agreed to provide brand expért@sé, marketing support-and other services in connection with the licensed
. toys. In 2006, royalty and service fee income recognized from Hasbro aggregated $5.2 million. Most ofthe Toy

segment’s 2006 sales, however, came from toys that we produced and'sold ourselves. .'

Toysin 2007 - P
* 1n 2007, most of the Toy segment’s sales will come in the form of royalties and service feeé.from Haébro.
The Toy segment will also continue to generate revenue from sales of licensed-in properties such as Curious
George. ' ' ' - '

;|
Customers, Marketing and Distribution
.- ! i

~ Toy sales to customers in the United States accounted for approximately 70%, 65% and 65% of the Toy
segment’s net toy sales in 2006, 2005 and 2004, respectively. The Toy segment’s products are aimed primarily at
boys aged 4-12 and collectors. o

Outlets for our toys in the United States include specialty toy retailers, mass merchandisers, mail-order

companies and variety stores, as well as ihdependent distributors who purchase products directly from us and ship:
them to retail outlets. Our customer base for toys is concentrated. The Toy segment's three largest customers, -
currently Wal-Mart Stores, Inc., Toys 'R’ Us, Inc. and Target, accounted in the aggregate for approximately 57%,
48% and 56% of the Toy segment’s netitoy sales in 2006, 2005 and 2004, respectively.

In 2006 and 2005, no product line accounted for over 10% of our consolidated net revenue. In 2004, the
only line of products to account for more than 10% of the our consolidated net revenue was the line of toys based
upon the movie Spider-Man 2. i : ’ -

The Toy segment produces its "plfodlicts for foreign customers arid for most of its domestic customers to
order, and sells them “FOB” East Asia.! When we sell products FOB East Asia, title to the products, along with risk
of loss, passes to the customer in Asia, where the Toy sehme'nt’s products are manufactured. The Toy segment does '
not sell on either a guaranteed-sale (retgirhable) basis or a _c_onsignmeht basis. Pursuant to the teil'ms ofthe *° -
termination of TBW’$ license eigreemer‘it!’ we purchased TBW’s domestic inventory of finished goods as of
January 1, 2006 for approximately $6 million. The Toy segment had inventory of $0.8 million at December 3 1, .
2006. ' i ' ' v
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Film Production

Our Film Production segment develops, produces and distributes films.that are financed with our |
$525 million film facility. The first two films produced by the Film Production segment fron Man and The.
Incredible Hulk, are scheduled for release in 2008.

The cast of Jron Man will include Robert Downey, Jr. as Tony Stark (a.k.a. Iron Man), Gwyneth Paltrow as
Virginia “Pepper” Potts, Terrence Howard as Jim “Rhodey” Rhodes and Jeff Bridges. All four actors have received
or been nominated for Academy Awards for their past work, Jon Favreau will direct. The Incredible Hulk, which
has not yet been cast, will be directed by Louis Leterrier. . ,

We Rave engaged Avi Arad to be the mdependent producer of both Iron Man and The Incredible Hulk!

Mr. Arad was a director and executwe officer of Marvel, and the head of Marvel Studios, for many years until ‘mid-"
2006 .

The film facility enables us to independently finance the development and pfoduétion'of up to ten feature .
films, including films that may feature the following Marvel characters, whose theatrical film rights are pledged as
collateral to secure the film facility:

Ant-Man
Black Panther
Captain America
Cloak & Dagger
Doctor Strange

- Hawkeye
Iron Man . . )
Nick Fury. - - N LA _ i
Power Pack BRI ' : co v
Shang-Chi . .
The Avengers o : T Ce o
Thelncredtble Hulk . X ' e R
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Iron Man and The lncrcdlb]e Hulk, included in the above list, were added to the film facility during the
quarter ended September 30, 2006. Also included as collateral for the film facility are the theatrical film ng,hts to
many of the supporting characters that would be most closely associated with the featured characters and character
families. For example, the theatrical film rights to Captain America’s sidekick, Bucky Barnes, and his nemésis, Red
Skull, are both pledged as collateral to the film facility.

. While theatrical films featuring the characters listed above may be financed and produced by us only
through the film facility, we retain all other rights associated with those characters. In addition, we- may continue to
license our other characters for movie productions by third parties, obtain financing to produce movies based on’
those other characters ourselves or with others or, with the consent of the film facility lenders, finance and produce
films based on those other characters through the film facility. :

Terms of the Film Facility

L

Financing Available; Rate of Interest; Borrowmgs Ou!standmg

The film facility, Wthh expires on Scptember 1 2016 O sooner 1f the films produced under the facility fatl
to meet certain defined performance measures, consists of $465 million in revolving senior bank debt and 360
mililion in debt referred to as mezzanine debt, which is subordinated to the senior bank debt. Both Standard & -
Poor’s, a division of the McGraw-Hill Companies, Inc., and Moody’s Investor Rating Service, Inc. have given the
senior bank debt an investment grade rating. In addition, Ambdc Assurance Corporation has insured repayment of
the senior debt, raising its rating to AAA." The rate for the senior'bank debt, including Ambac’s fees, is LIBOR or
the commercial paper rate, as applicable, plus 1.635%. The interest rate for the mezzanine debt is LIBOR plus




7.00%. The mezzanine debt is to be drawn on first and to remain outstanding for the life of the senior bank facility. -
As of December 31, 2006, MVL Film Finance LLC had $33.2 million in outstanding mezzanine borrowings through
the facility. The initial, borrowings in 2005 were used primarily to-finance transaction costs ($21.3 million) related
to the closing of the facility and the purchase of an interest rate cap (33.2 million) whereby LIBOR is capped at - ',
6.0% for outstanding debt under the facility up to certain varying amounts. The remainder of the borrowings were
used to fund the interest payments of the film facility, during 2005 and 2006.

) L
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. Limitations on Recourse under Film Facility - .~ . 7« o : .o o

The borrowings under the film Aifacility aré non-recourse to us and our qfﬁliaté:é, other than MVL Film '_
Finance LLC. In other words, only MVL Film Finance LLC, and not its parent companies, will be responsibié for
paying back amounts borrowed under the film facility. MVL Film Finance LLC has pledged, as collateral for the
borrowings, the theatrical film rights to the characters includéd in‘the facility. While the borrowings are non-
recourse to us, we have agreed to instruct our subsidiaries involved in the facility to maintain operational covenants.
If those covenants are not maintained, we may be liable for any actual damages caused by the failure, although our
liability would be subject to limitations, including the ;;@clusjqn of consequential damages.

Use of Funds ' S o ot
Funds under the film facility will be used for the production of up to ten films featuring characters included
in the facility. Funds may be used to produce more than one film based on a single character or character family, so
even if ten films are produced using the funds from the facility, not all characters and character families included in
the facility will necessarily be the subject of a film financed under the facility.

Initial Funding Conditions s

For any film included in the faéility, an initial funding may be made only if certain conditions are met. The
conditions include obtaining a satisfactory completion bond, production insurance and distribution for the film, and -
compliance with representations, warranties and covenants. The distribution requirements, described in detail
below, require us to pre-sell the distribution rights to each film in Australia and New Zealand, Japan, Germany,
France and Spain (the “Reserved Territories”) and to obtain an agreement with a major studio to distribute the film
in all other territorics. The proceeds from the Reserved Territory pre-sales will be used to.fund the film in question.
To obtain a completion bond, we will néed to have in place the main operational pieces to producing a film,
including approved production, cash flow and delivery schedules, an approved budget, an approved screenplay and
the key members of the,production crew, including the director and producer. . . :

1 o e
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., On February 27, 2007, the initial-funding conditions were met with respect to Jron Man and an initial . , .
funding of the production of that film wasmade. . . . . . oo . -

* Additional Initial Funding C'ondr'n'o"ns for Fifth Film and each Film There;qﬁer

. There afe-additional ‘cofditions to the initial funding for the fifth'film and for each film thereafter, including
(i) 2'mittimuin ratio of the asséts of MVL Film Financé LLC to its liabilities and (ii) @ minimum percentagé of the
aggregaté production budgets' for each film covered by pre-sale of the distribution rights to the Réserved Territoriés
and/or thé proceeds of any government rebate, subsidy Or tax incentive program. ' -

[ Bl

Unrestricted Proceeds of the Film Fcicility
Upon the release of each film, we will receive a fixed producer fee out of that film’s produétion budget-as':
an advance against any profits of the film. We will also retain all film-related merchandising revenues, such as
revenues from toy sales and product lic¢n§jng based on the movies. These merchandising revenues and the film
profits'are neither pledged as collateral nor Subject to cash restrictions under the facility, '

by P e
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Restricted Proceeds of t:hfz Film Facility U

. 4 L] ot ) . C ' .
. MVL Film Finance LLC will receive and retain funds from revenue streams such as the distributor’s share
. of box office receipts, DVD/VHS sales, television,and a royalty on soundtrack sales. Any sums remaining after
payments of residuals and participations to talent, distribution fees and expenses (including marketing costs), .,
: :

|
r 6

:




interest expense-and production costs will be placed into a blocked account maintained by MVL Film:Finance LLC..
Sums in that acdount may be used only for the production of films and repayment of indebtedness under the facility:,
After the release of the third film, funds.may. be withdrawn from the blocked account'for our general corporate . - »
purpose.if we have met conditions including compliance with financial coverage tests'and a minimum balance w,
requirement.. Afier three films, funds may be withdrawn-for our general purpose‘only.if the balance in'the blocked:.o
account is at-least $350 million. |For each film thereafter until film nine, the balance reqmrement is reduced by $50.
million..t-iv o 1,0 vy - e '-.-*4.: N L R R BT
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The film facility allows MVL Film Finance LLC to either refinance or simply discontinue the ﬁnancin'g' it
any time wrthout penalty by prepaymg all outstandrng mdebtedness and reducmg the amount avarlable under the
financing to zero. AR

rmy b

Development and Distribution of the Films Financed through the Film Facility ety 5

As a film development company, MVL Productions LLC, a wholly-owned consolidated subsidiary of ours,
will engagé in a broad range of pre-production services. Those services will include developing film concepts and
screenplays, preparing budgets and production schedules, obtaining production insurance and completion-bonds and
forming special-purpose, bankruptcy:remote subsidiaries to produce eachi-film as a work-made-for-hire for MVL.,.
Film Finance LLC. MVL Productions LLC has also entered into studio distribution agreements with Paramount '
Pictures Corporatron and Universal Pictures, a d1v1sron of Umversal City Studios, LLLP. .~ =0 ren iy 1 e
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S
MVL Productrons LLC’s studto drstnbutlon agreement with Paramount requrres Paramount at the request

" of MVL Productions LLC, 1o distribute up 1o ten films financed and produced under the, ﬁlm facrhty Paramount rs
required to release each film during one of two prime release periods each year: the Spnng/Summer and "
Fall/Holiday seasons. Under the studio distribution agreement, Paramount has guaranteed MVL Productrons LLC
wide distribution outside of the Reserved Territories with commensurate advertising and marketing efforts for each’
film. Included in Paramount’s distribution rights are exclusive theatrical and non-theatrical (e.g., exhibition on
alrplanes s¢hools and military lnstallattons) home video, pay telev1ston and mtemattonal televrsmn dlstnbutlon
nghts Excluded are all dlstrtbutlon rlghts wrth respect to the Reserved Terntones and free televrston dlsmbutton m
the Unrted States As compensatlon for its’ servrces under the §tudio dlstrtbutton agreement,'Paramount is perm1tted
o’ recoup its"distribution costs (mcludmg pnnt and- adverttsmg costs) and expenses for each ﬁlm from the gross , !
receipts of that film and to receive a distribution fee before we'recéive our sharé of gross recelpts DT e

Universal Studios has agreed to distribute Marvel’s fitm The Incredible Hulk and sequels on ess!t':'r'ft'ially"tihe"
same terms as those on which Paramount has agreed to dlstnbute the other ﬁlms fi nanced and produced under the
ﬁlmfacrlrty o LR P R RPN T
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MVL Producttons LLC s requtred to pre-sell the dtsmbutton rights for-each film inithe Reserved ;. ,, .2
Territories:; The proceeds of these pre-sale arrangements will provide a source.of funding for the direct costs.of the -
films in addition to the film facility. Obtaining a cumulative, minimum target budget percentage from such pre-sales
and/or from the proceeds of any government rebate, subs1dy ortax incentive. program is a.condition to-the initial

funding- for the-fifth film and for each film thereafter. .. T L, e T T, e e GO T WG
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We _generate pre-sale proceeds from distributors in the Reserved Terntorres who buy from us the nght to
drsmbute our films théré: As’ contemplated by the film facrllty, we inténd to use fron Man’$ pre-sale proceeds to
fund the productlon of that film. Most of the payrnents from our ‘foreign’ dtstrlbutors however, dre not due untll
aﬁer production is complete In order to brtdge thie gap between fron Man's productlon ‘and the dlsmbutors’ S .
payment, we closed a $32.0 million financing on February 27, 2007, The financing was ¢losed" through Gur wholly-
owned consolidated subsidiary, Iron Works Productions LLC, and may be used to partially fund the production of
our Iron Man feature film. Borrowings under this facility are non-recourse to us and our affiliates other than with




v

respect to the collateral pledged to this facility, which consists of various affiliated film companies’.rights to .
distribute the fron Man film in the territories of Australia/New Zealand, Spain, France, Germany'and Japan and the
contracts that our affiliate, MVL Productions LLC, has entered into with third-party distributors to-distribute fron-
Man in these territories.. This facility, which expires on July 25, 2008 or sooner if an event of default occurs,
consists of $32.0 million in bank debtbut contains an interest resérve of $2.5 million that will prevent us from * * *
borrowing the full amount. The rate for borrowings under this facility is'the bank’s prime rate or LIBOR plus 1% at
our election. The facility contains customary event-of-default provisions and covenants regarding our film-related .
affiliates, the production of the fron Man movie and our ownership of the intellectual property underlying the Iron
Man movie. Funds are to be drawn under this facility proportionately with.borrowings under the $525 million film
facility. o _

' For further information about dur segments, seé Note 12 to our accompanying consolidated financial, ©
staternents, b e

Intellectual Property

—mm du

¢  ‘'We believe that our most valuable assets are our. library of proprietary characters, the stories we have
published for decades, the associated copyrights, trademarks and goodwill and our “Marvel” and “Marvel Comics™. -
trade names. We believe that our libraigyf'of characters and stories could not easily be replicated. We currently = -
conduct an-active program of maintaining and protecting our intellectual property rights in the United States and -
abroad. Our principal trademarks have been registered in the United States and in certain of the countries in
Western Europe, Latin America, Asia (including many Pacific Rim countries}, the Middle East and Africa. While
we have registered numerous trademarks in these countries, and expect that our rights will be protected there, certain
cm;ngtﬁe_s either do not have laws that protect United States holdey’s of intellectual property equivalent to laws in the
Unitéd States, or our rights can be'difficult to enforce, and there can be no assurance that our rights will not be
violated or our_cha'gai:térs “‘pifatcd”;inréenain countries. ' : ‘
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Advertising . | 0 . T . . Ce c
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" Although a‘portion of the advertising budget for our toy products is expended for newspaper adverti_si,ng,_'_‘ .
magazine advertising, catalogs and other promotional materials, we allocate a majority of the advértising budget for’
our toy products to television prdmétidn;' We advertise on national television and purchase advertising spots on a,
local basis. We' b?:ljew)@ that television i)rpgrams' underlying our toy product lines increase exposure and awareness.
We do not'do significant advertising for our Licensing or Publishing segménts. ' ' L
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Competition. .. 4l - R

“The industries in which we compete are highly competitive. * —
The Licensing segment competes with a diverse range of entities that own intellectual property rights in

characters. These include DC Comics (a subsidiary of Time Warner, Inc.), The Walt Disney Company, NBC

Universal, Inc. (a subsidiary of General Electric-Company), DreamWorks Animation SKG, Inc. and other -

entertainment:related entitics. Many of these competitors have greater financial and other reSources than we do.* +4't

o + I [PTANH
Hal - vt " . s . I AN

"' The-Publishing segment competes with-numerous publishers in the United States: Some of-the Publishing' -
segment's competitors, such as DC Comics, are part of integrated entertainment companies and may have greater- - -
financial and other resources than we do. The Publishing segment also faces competition from other entertainment
media, such as movies and video games. e et

.
,
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, In its capacity as a licensor to Hasbro, the Toy segment faces competition similar to that of the Licensing
segment_, In its capacity as a producer and seller of toys such as Curious George toys, the Toy segment competes

with many larger toy companies in the 'des;ign and development of new toys, in the procurement of ligenses and for, {
adequate retail shelf space for its p,rod‘uc'r:ts. : .- } e o
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The Film Production segment competes with other film producers, including major studios such.as- - -
Twentieth Century Fox and Sony Pictures (which also preduce films licensed by our Licensing segment). Many of
these producers are part of integrated entertainment companies and have greater financial and other resources than
we do. Paramount and Universal, who have agreed to distribute the Film Production segmem s films, are also
competltors of the F 1]m Producuon segment in thelr capacny as film producers s v

-
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As of Decerber 31, 2006, Marvel employed 255 persons. We also contract for creative work on an as- -
needed basis with over 500 active freelance writers and artists. Our employees are not subject to any collectlve et
bargdining agreements. Management belleves that Marvel s relauonshlp with its emp[oyees is good "

Fmanclal [nformation about Geographic Areas - - !
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The following table sets forth revenues from external customers b-y-g'eographic area; U

Revenue by Geographic Area ... - S
(in millions) ch N s

2006 . 2005 " 2004

U.S. Foreign U.S. Foreign

nifimcé"ﬁé’?ﬁ“g.*;:i‘;‘-s__ 5839 §- - 1433 8 1820, BRIV AR So o o inmE
i

Publishing -~~~ 609 176 713 IS .
DOTeea N i L 822 T 39 L AT 03 e A0 L o et iR
Towl . S 2570 S . 948 S 3070 S . 835 5 _ 3867 5. . 1268

*Includes U.S -and Foreign revenue derived from the Joint Venture of $3.4 million and $0.7 million, respectively,
for the year,ended December 31y 2006. Includes U.S. and Foreign revenue derived from the Joint Venture of $13.1
million and $11.6 million, respectively, for the year ended December 31; 2005. Includes-U.S. and Foreign revenue |
derived from the Joint Venture of $59.5 million and $8.0 million, respectlvely, for the year ended December 31,
2004. T SRS T

**In 2006;.$4.4 million of U.S. toy revenue and $0.8 million of foreign toy revenue is ‘attributable to royalties and
service fees generated by Hasbro. $37.1 million and $11.4 million of the U.S. toy revenue and $14.7 miltion and .
$3.7 million of the foreign toy revenues for 2005 and 2004, respectively, are attributable to royalties and service fees
from toy sales generated by TBW. PR

Government:Regulations N . : e o
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R Our toy opérations are subject to. laws such as the Federal Hazardous Substances Act and the Federal .|
Consumer Product Safety Act. Those laws empower the Consumer Product Safety: Commission (the “CPSC”) to ...
pratect children from hazardous toys and other articles. The CPSC has the authority to exclude from the market
articles that are found to be hazardous. Similar laws exist in some states and cities in the United States and in other
countries throughout the world. We maintain a quality control program (including the inspection of goods at y .
factories and the retention of an mdependent quality-inspection firm).designed to ensure, compllance with applicable
laws. Lo o N : . : S TN
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The public may read-and copy any materials that wé ﬁle w:th the U.S. Secuntles and Exchange EUR R |
Commission (SEC) at the SEC’s Public Reference Room at 100.F Street; NE, Washington; D.C. 20549, Informanon

on the Pubhc Reference Room’ may be obtained by callmg the SEC at 1 SOO-SEC 0330. In addition, the SEC., ., -
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maintains-an Internet site-that contains réports,iproxy and information statements, and other iniformation regarding
issuers that file with the SEC at htip://www.sec.gov. =~ . ' . R PR S PO SR A A
e - T o i T
,Qur Internet address is ht_tg:/fwlvw.marvel.com.‘ Through our website, we make available, free of charge,*
our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K,'and amendments'to
those reports, as soon as reasonably practicable after we electronically file them with the Securities and Exchange
Commission. We atso make available on our website our Code of Business Conduct and Ethics; our Code of Ethics-
for the Chief Executive Officer and Senior Financial Officers, our Corporate Governance Guidelines and the
charters of the following committees of our Board of Directors: the Audit Committee, the Compensation Committee
and the Nominating and Corporate Govérnance Committee. We are providing our Internet address here solely for -,
the information of investors.,.We do not intend to incorporate the contents of the website into this report. Printed., |
copies of the information referred to in this paragraph are also available on written request sent to: Corporate '
Secretary, Marvel Entertainment, Inc., 417 Fifth Avenue, New York, New York 10016. ., ., 1 .
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Certification with the New York _Stoqic Exchange ... . .-, . . <o B T L I

On May 25, 2006, our chief executive officer filed, with the New York Stock Exchange, the CEO
certification regarding our compliance with the exchange’s corporate governance listing standards as required by
Listed Company Manual Rule 303A.12: L :

ITEM 1A, RISK FACTORS

. - . .
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Forward-Looking Statements , -
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" The Private Securities Litigation'Reform At of 1995 provides a “safe harbor” for forward-looking
statements.that Marvel or its.representatives. make. -Stét’ements that afé not statements of historical fact, including °
cdmfnents about our business s'trategiéé:gr}_d objectives, ‘growth prospects and future financial performance, are '
forward-looking statements. The words “believe,” “expect,” “intend,” “estimate,” “anticipate,” “guidance,”
“forecast,” “plan,” “outlook¥ and similar expressions, in filings with the SEC, in our press releases-and-in.oral"! '
stateriients made by our representatives; also identify forward-looking statements: ‘The forward-looking statements .
in this report speak only as'of the date of this.feport: We do not intend to update or revise any forward:looking:«:'is

" ik

statements to reflect events or’circumstances after-the date on which the statements are made, even ifnew. ""f 0 ™
information becomes available. f BN
¢
i -The risk factors listed-below; among others, could cause our actual results to differ significantly from what
is expressed in our forward-looking statements. © . IR L. T T A
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Risk Factors . v T T ! b
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A decrease in the level of media exposure or popularity of our characters. 1f movies or television programs
based on Marvel characters are not successful, or if certain Marvel characters lose some of their popularity, our
ability to interest potential licensees in the use of Marvel characters in general could be substantially diminished, as
could the royaltics we receive from licénsees. + .« vu. - U s LT o R L
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Financial difficulties of licensees. We hiave licensed to other parties the exclusive right to manufacture'and -
sell various character families in importaflt merchandise categories such as video.games. Our revenues'could be. . "
adversely affected if those licensees or any of our other significant non-exclusive licensees, many of whom have "1

significant future payment obligations to us, experience financial difficulties or bankruptcy. bl

Changing consumer preferences. Our products (and those of our licensees) are subject to changing' '« .
consumer preferences. In particular, products based on feature films are, in general, successfully marketed for only
a limited period of time following.the filin's release. » Existing product lines might niot rétain their current popularity
or new:products developed by us or-our licensees might'not meet with the same-success as current products. Ouna '
licensees and we might not accuifately anticipate futire trends ‘or be'able to-successfully-develop, prodiice and: 11 1
market products to take advantage of market opportunities presented by those trends. Part of our strategy (and the- '
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strategy of many of our licensees) is to make products based on.thé+anticipated success of feature film releases and
TV broadcasts..-If these releases and broadcasts aré not successful; these products may not be sold profitably or even
atall. ~ o N

Movie- and television-production delays and cancellations. We do not.control the décision 1o proceed with
the production of films and television programs based on chiaracters that we license to studios, and we do not control
the timing of the releases of those films.and programs. Delays or canceliations of.proposed films and television
programs could have an adverse effect on our business. Dates we express,for_the anticipated release of films and
launch dates for television programs are anticipated dates only and those events could be delayed or, in some
instances, even cancelled. - . T PRISTE U T AL A RS -

L Py f . . R A II..J .

Concentratton of Tay Busmess in One chensee Most of our toy.revenue is now. generated from Hasbro.
Disruption-to our relationship with Hasbro or financial difficulties of Hasbro could adversely affect our revenues. In
addition, the retail.toy business is highly concentrated, and an adverse chang,e in the relationship, between Hasbro
and one or more of its major customers could have a material adverse effect on vs. Fhe bankruptey or other lack of
success of one or more significant toy-retailers could materially decrease our,earnings under the Hasbro license.

. [ A ! ' el e T s

s Uncertainties to do w’:th our entry into the Silm production buisiness:. We have only recently entered into the
film-production business, with the closing in September 2005 of\a $525 million financing for a slate of films to be
produced by our Film Production segment. Though we have acted as a co-producer and worked alongside film
studios that have licensed our characters, we have never produced films.by ourselves before and we will not
necessarily be successful. In addition, we will have to make significant,up-front investments in film development
costs and we will not be able to borrow those amounts from the Film Financing if for some reason the film in
question does not meet the lenders’ conditions for funding. if the lenders’ conditions are met, repayment of their
loan will depend on the films” financial success. Should proceeds.from the films.be insufficient to repay the loan,
we could lose the film rights to some 1mportant Marvel characters. .In- addmon our, ccnsolldated statements of net
income, (also | known as-our.“income statement”, prof' t and loss statement”) will rcﬂect any, losses suffered by the
film slate even if we do not have to fund those Iosses and as a result the, vo]atlltry of our consohdated financial
results could increase. Among the factors that might cause the developments described above or other material

adverse developments are the followmg. . G e oL, . .

i o ) [ 1" A !

L We mrgh! be tmable ro ar!ract and retain creanve t‘at'ent The success ofthe ﬁ]m Slate will depend
. v o toadegree on our ablhty to hlre, retain and motivate top creatwe talent Makmg, movies is an
actlvny that requires the services of mdmduals such as actors dlrectors and producers who have
- unusual creative talents. 1nd:v1duals with those talents may be more dlfﬁcult to identify, hire and
... .. . fetain than are individuals with general business management Skl“S We. ‘will have to hire and

 retain creative talent to assist us in maklng our movies. If we experience difficulty in hiring,
, .+, Tetaining or motivating creative talent, the productlon of our films could be delayed or the SUCCesS.
.t . ofourfi lr_ns_ could be adversely a_ffected P

SIpe Tt ot
. Ow films might be less successfil cconomrcah’y than we amtctpare Wé cannot predlct the
.. . economic success of any of our fi lms because the revenue derwed from the dlstnbutlon of a film
g depends pnmarlly upon its acceptance by the, publlc, ,whtch cannot be accurately predicted. The
-economic success of a film also depends upon the public’s acceptance of competing films, critical
. ¢, reviews, the avallablhty of alternative forms of, entenalnment and. Ietsure time activities, piracy
- and unauthorized recording, {ransmission and distribution of fi lms general economic conditions,
, e weather conditions and other tangible and 1ntang1ble factors none of which can be predicted with
- certainty. We expect to release a limited number of ﬁlms per year as part of the film slate. The
\ commercial failure of j ]ust one of those films could have a material adverse effect on our results of

.opcratlons in both the year of release and i in the, future S - "

P

T - ' . w, A _

; LT Our films nght be more expem:ve to. make than- we.anuc;pate We expect that the ﬁnancmg will

i + ..+ provide the capital required to produce the fi ilm slate. Expenses associated with producing the
films could increase beyond the financing’s limit, however, because of a range of things such as an

escalation in compensation rates of talent and crews working on the films or in the number of
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-+ ability to distribute films included in the film slate could bé hurt. : -

! -
H
o

] .

-

. personnel required to work on films, or because of creative problems or difficulties with™ - . . .

technology, special effects and equipment. In addition, unexpected circumstances sometimes.

" cause film production;to exceed budget.

Our film production might be disrupted. Our movies productions are subject to inflexible
schedules. Disruptions to those schedules, by a union strike ot by any other event, could cause us
to incur additional costs, miss the anticipated release date, or both, and could hurt our associated
licensing and toy programs. - - ' ce

. . { H . - . .
We might be disadvar;mged by changes or disruptions in the way films are distributed. The’
manner in which consumers access film content has undergone rapid and dramatic changes. Some
ancillary means of distribution, such as the DVD market, have gained importance, while others
have faded. We cannot assure that new.distribution channels will be as profitable for the film-
industry as are today’s channels or that we will successfully exploit any new channels. We can :
also not assure that ci;rrent distribution channels, such as the DVD market, will maintain their
profitability. In addition, films and related products are distributed internationally and are subject
to risks inherent in international trade including war and acts of terrorism, instability of foreign
governments or economies, fluctuating foreign exchange rates and changes in laws and policies
affecting the trade of_:niovies and related products. - N

We might lose potem'id_l sales because of piracy of films and related products. With technological
advances, the piracy of films and related products has increased. Unauthorized and pirated-copies *
of our films will reduce the revenue generated by those films and related products.

We will be prima.'r‘ilyf cfependent on a single distributor for each film. If our studio ‘distributor
(Paramount or, in the case of The Incredible Hiilk and its sequels, Universal) were to fail t0

1

.perform under its distribution agreement or if it were to experience financial difficulties, our -

-

We will depend on our studio distributors for the implementdtion of internal controls related to the
accounting of film-production activities. Because of Paramount’s and Universal’s role as
distributor and paymaster of the film slate films, we will depend on them to have internal controls
over financial reporting related to the films they distribute dnd to provide us with information
related to those internal controls. Paramount’s and Universal’s internal controls might not be
sufficient to allow us to meet our internal control obligations, to aliow our management to properly
assess those controls or to atlow our independent registered public accounting firm to attest to our
management’s asse§sment. Paramount or Universal might fail to cure any internal control
deficiencies related to the films that we identify. We may be unable to effectively create
compensating controls to detect and prevent errors or irregularities in Patamiount’s and Universal’s
accounting to us and others. :

. _ _ .
We might fail to meet the conditions set by the lenders for the finding of films. An initial funding
of films in the film slate will be made only if the lenders’ conditions are met. Those conditions
include our obtaining a complétion bond and production insurance, and our arranging for

"distribution in the territories not served by our studio distributor. To obtain a completion bond we

will need to have in place the main operational pieces to producing a fitm, including approved
schedules for production, cash flow and delivery, an approved budget, an approved screenplay and
the key members of the production crew, including the director and producer. We might not be
able to satisfy those ¢onditions and obtain a completion bond. In addition, there are very few
companies that provide completion bonds in the amounts that we will require, and if the one
company with which we have so far made arrangements were to exit the business, we might be
unable to obtain a completion bond under any circumstances, If the lenders’ conditions are not
met, the film in question will not be funded and we will be forced to absorb the up-front film
development costs, which could be material, by using our own funds. )
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o We might fail to meet the tests imposed by the lenders for the funding of films beyond the first four. .
In order for more than four films to be funded, the film slate will have to pass afi interim asset test
and a co-financing test. We intend to satisfy the co-financing test mostly with foreign pre-sales
proceeds and foreign tax credits, but if those proceeds and credits are not sufficient, then we may
have to find other sources of funding, which might not be available on attractive terms, or provide
the funding ourselves. If those tests are not passed, the film slate may be cut short and, because
fewer films will be available to repay the lenders, our risk of losing film rights to some of our
characters will increase.

o Accounting related to the production of our films may result in significant fluctuations in our’
. ‘reported income or joss. Accounting rules require that our consolidated statements of net income
- reflect losses suffered by the film slate, even if we do nothave to fund those losses ourselves, ‘The
result may be significant fluctuations, and increasing volatility, in our reported financial results.

ITEM 1B. UNRESOLVED STAFF COMMENTS °
Not applicable.
ITEM 2. PROPERTIES

Marvel has the followiﬁg principal properties:

Facility Location " Square Feet Owned/Leased '

Office -~ ‘New York, New York © 65,253 Leased . i g
Office @ Beverly Hills, California 18,418 Leased T
Office®. "~ 7T “London, England C T 1,300 - Leased 1

(1) Used by all segments.
(2) Used by our Licensing and Film Production segmeénts.

(3) Used by our Licensing segment, ) -

Qur Licensing segment also leases office space in West Palm Beach, Florida. Our Toy and Publishing segments
lease storage space in a warehouse located in Fife, Washington.

ITEM 3. . LEGAL PROCEEDINGS

Marvel is involved in various legal proceedings and claims incident to the normal conduct of its business.
Although it is impossible to predict the outcome of any legal proceeding and there can be no assurances, we believe
that our legal proceedings and claims, individually and in the aggregate, are not tikely to have a material adverse
effect on Marvel’s financial condition, results of operations or cash flows,

ITEM 4. SlUBMlSSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

During the fourth quarter of 2006, no matters were submitted to a vote of Marvel’s security holders.
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Market Price of and Drvrdends on our. Cnmmon Stock T A PRI

The prmelpal United States market in which our common stock is traded is the New York Stock Exchange.
Qur common stock is not listed for tradmg on any other securities exchange registered under the Securities
Exchange Act of.1934. The_following table sets forth, for each fiscal quarter indicated, the high and low closing
prices for our common stock as, reported in the.New York Stock Exchange Composite Transaction Tape.

R S R LA N SR LU SRR A
iscal Y Hig
Fiscal Year : i h Ui i _-.".\@.;..;‘ ey PRI
2005 N L e .
iFirst Quarter $20.50 $16.90 | ERNAL T 7
Second Quarter 22. 10 SI8.81 _
(Third Quarter $22.73 j $1750 s . K
Fourth Quarter $18.65 $14.06
2006 T
First Quarter . .. v ., . '§..29‘12' . $15.96 . e o
Second Quarter -~ _ §20.80 - 81884 o ageid
Third Quarter $24.44 Ca i 81740 e ek
Fourth Quarter ' $29.23 ) $24.37 . i TN
J E TR I B PR LA
As of February 26, 2007, the number of holders of record of our common stock was3 200 v el (D)
' ,.-:;.- UL R SR T
. Marvel has not declared any | dwrdends onitscommon stock. .. . . o e oy x0T
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Performance Graph VAL LALAY 4 e N

" The following graph coinpares:the:cumulative total stockholder.retim on:shares ‘of.our common stock with
that.of (i) the New York Stock' Exchange Composite.Index'and (ii) the Amex:Media (Communications) Index.~u.'

v -~

R Y S A B PO IO BE RS SR S
The comparison assumes that, immediately after the close of business on December 31, 2001, $100 was
invested in shares of our common stock and in the stocks included in the NYSE Composite Index and the Amex
Media- (Commumcatmns) Index and- that all dw:dends were reinvested-These indexes, which reflect formulas for

dividend reinvestment and we1ght1_ng "5 individual stocks do not neccssan[y reflect returns that could be achieved
by individual investors."™"" N KR JORS

PRSI K AL o D AR
LTI R N N : . '
e " COMPARISON OF 5 YEAR CUMULATIVE TOTALRETURN* = 70t
-~ Among Marvel Entertainment, Inc., The NYSE Composite Index .. - . .-, -5 . 1 o'
3 S © . And The AMEX Media (Comrnumcatlons)lndex U
" R TvLetd - . L R
) ) B . ) ‘ B A A L
e T : R T : - e e
$1,200 - ] : N TS L PSS R A AP
G ' - S
S T e, toay o . e
4T, 81,000 ‘ } T i AN rrler s spgumen A alas boeni!
$800 1
L e $600 1"
e $400 -
oo $200-
Ir.n‘ ‘
$0 ‘ ' ' : ‘
12131101 12/31/02 12/31/03 12/31/04, 12/31/05 12/31/06
el e gbo S Semuh e e aonnean e o, s
—+&— Marvel Entertainment, Inc. — -~ — NYSE Composite +-@ - - AMEX Media (Communications)

* $100 invested on 12/31/01 in stock or index, including reinvestment of dividends.
Fiscal year ending December 31,

. Value of $100 Invested Over Period Presented: . !

123101 123102 12731403 12/31/04 12731005 12/31/06

. $100.00° $236.32  $766.05  $808.42  $646.58 $1,062.04 ]

Maryel Enterfainment, Inc,

NYSE Composite __$100.00 _ $81.83  S$108.16  $124.38 - $136.03  $164.60 -
FAMEX Media (Communications) $100.00 . $35.93  $72.93  $56.31  $32.35  $31.64
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ITEM 6. SELECTED FINANCI;AL DATA

The following table presents sejle'cted consolidated financial data, derived from our audited financial
statements, for the five-year period ended December 31, 2006. Marvel has not declared dividends on its common
‘ stock during any of the periods presented below.

- 1

!
' . )

| . _ , _ Year Epded Decembfar 31, ' i . s
i 2006 o 2008 2004 2003 " 2002
: R (in thousands, except per share amounts) L .
Statements of Net Income Data; K ) ‘ )
Net sales B B 351,798__§ 390,507 % 513,468 3 347,626 % 399,046 |
Operating income . 112,560 - 171,167 -, 224,413 - 167,222 80,524
Income before income tax expense, minority

interest-and cumulative effect of change in i : )

‘accounting principle % . 98,800 171,048 206,872 150,372 38,676
Income from continuing operations [ 58,704 102,819 124,877 151,648 26,774
Income (loss} from continuing operations.per ! N EEE . ‘ ’

compion share B 32 071 1.03 1.17 1.50 (0.72)_]
Cumulative effect of change in accounting v : -

_ principle ! - - - =N CAL)
Net income (1) X 58,704 i0z,819 124,877 151,648 22,610 |
Diluted net income (loss) per common share (1) - 0.67 0.97 1.10 1.34 (0.79)
Preferred dividends B - - - 1,163 68,132}

Loy -

I .

| December 31,

; | 2006 2005 2004 2003 ' 2002

vt . (in thousands)

Balance sheet data: . :

Working capiial (deficil) s (58,559)_3 2,532__% 42231_$_ 214,198 _§ 35604

Total assets ! 623,865 573,546 714,814 741 857 517,519
Bomowings E 50,200 25,800 - - -]
Other non-current debt P - — — 150,962 150,962
Redeemable preferred stock -~ E 3 o - - = - 32,780 ]
Stockholders’ equity . ! , 254,891 360,600 546,500 469,450 242,869

| | 1

1

P
(1) Net income (loss) per common share, unlike net income, is net of preferred dividends.
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ITEM7. . MANAGEMENT’S DISCUSSION AND ANALYSIS OF FlNANClAL CONDITION AND .|
RESULTS OF OPERATIONS

The following discussion should be read in conjunction with our financial statements and.the related notés
thereto, and the other financial information included elsewhere in this Report. -

Set-t’orth below is a discussion of our financial condition and our results of operations for the three fiscal

years in the period ended December 31, 2006, - . .
TS o : . ‘ .
Overview - : . . SR v KR S

"

Management Overview of Business Trends . R

'We principally opetate in four integrated and complementary operating segments: Licensing, Publishing,
Toys and Film Production. The expansion of our studio operations to include feature films that we produce
ourselves began in late 2005 with our entering into a $525 million film facility to fund the production of our films.
This expansion has resulted in the creation of the Film Production segment. During 2006, we substanttally
completed the ramp-up of our movie production business, including the addition of key personnel, to support the
development and production of our self-produced films. Consequently, we have presented the Film Production
segment separately as of December 31, 2006 Previously, Marve! Studios* operations related solely to the licensing
of our characters to thlrd-party motion ptcture and television producers. Those licensing activities were included,
and are still included, in thé Licensirig segment. However, the operations of developing, producing and distributing -
our own theatrical releases are reported in our newly created Film Production segment, as these operations are
inherently different than that of licensing our characters. The film facility is described below.

We remain committed to expanding our brands through licensing them to third parties for developing
movies and television shows. The increased exposure of Marvel characters in these media can create revenue
opportunities through increased sales of publishing materials and Yicensed merchandise. This media licensing
strategy, however; has inherent limitations, both in terms of profit potential and control over items such as content,
release dates, advertising and merchandtsm;, support. Accordingly, on September 1, 2005, MVL Film Finance LLC,
a newly formed, special-purpose, bankruptcy-remote, wholly owned consolidated Marvel subsidiary, closed a $525
million fi nancmg facility that will enable us to produce our own slate of feature films. The film facility provides us
with another vehicle’ ‘for potential growth, Films produced by the Film Production segment through the film facility
could prowde us with a meaningful source of profits and more control over the destiny of our film projects. It will
also give us greater flexibility to coordinate the timing of licensing programs around Marvel-branded theatrical
releases,

" The year 2006 was a tranSItlonal one for our Toy segment operations. As discussed below, in late 2005 we
terminated our agreement with our then exclusive toy licensee, and in early 2006 entered into multi-year ltcensmg
and services agreements with Hasbro. Toys made by Hasbro under its license becamie, in general, available for retail
sale starting on January 1, 2007. Consequently, during 2006, we made and sold almost all Marvel- branded action
figure toys ourselves’ rather than licensing to others the right to do so.

Licensing

Our Licensing segment is responsible for the licensing, promotion and brand management for ail of
Marvel’s characters worldwide. Since 2004, we have pursued a strategy of concentrating our licensee relationships
with fewer, larger licensces who demonstrate the financial and merchandising capability to manage Marvel’s
portfolio of both classic and movie properties. A key focus is a continued effort on negotlaung strong minimum
guarantees while keeping rovalty rates competttwe

- Another strategy of the Licensing segment’s consumer products program is to create new revenue
opportumttes by further segmenting our propetties to appeal to new demographic profiles. Initiatives such as Spider-
Marn and Friends, Marvel Retro and Marvel Juniors have all helped the licensing business expand beyond its
tradmonal classic and event-drlven propemeq

et
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Major entertainment events play, an important role in driving sales of licensed products; and a significant -
portion of the Licensing segment’s 2006 initiatives were focused on the movie Spider-Mah 3, Which-is scheduled to «
be released in May 2007. Revenue from Spider-Man 3 merchandise licenses will be recognized beginning in the

first quarter of 2007. T P . P

ER A L R . Lo ' o f

et . [ v T I A R

4

Our results can be significantly affected by the release of movies and television shows based on our
characters, which can fuel demand for products based on the featured characters.” For example, in 2004, we
benefited from the theatrical release of the movie Spider-Man 2. This release resulted in-intreased awareness of the .
Spider-Man character family, which subsequently drove sales of licensed products, published materials and toys
based on that character family. We hoped to similarly benefit from the July 2005 theatrical release of the movie
Fantastic Four. However, although Fantastic Four experienced significant box-office success, our Toy and
Licensing segments did not achieve benefits in sales based on the Fantastic Four character family for the year énded
December 31, 2005 commensurate with the benefits achieved in 2004 from Spider-Man 2. Similarly, in 2006, we
did not significantly benefit from the release of X-Men; The Last Stand, although' that movie was also'a box office
success. We expect thét'_bur'ZOQT reveniic'will benefit :sig‘p.iﬁcah_t]y from the May 2097 release :t"Jf Sp{q’er:MaH 3. ;,

H

i~

: . yoo . Co : " . - \ . o
We typically enter into multi-yéar merchandise license agreements that specify minimum rqy'afty payments .
and include a significant down payment upon signing. We recognize license revenue when the earnings'process is
complete, including, for instance, the determination that thé credit-worthiness of the liceﬁseg'réasbnébly, assures
cotlectibility of any outstanding minimum royalty pdyments (ih which case t}gé,rn_ipimuhrll royalty, payments would "
be immediately recognized as revenue). :If the earnings process is completg with respect to all required mifli'mum
royalty payments, then we record as revenue the preSen‘t value of those payments. " o

‘ [P
r

The earnings process is not complete if, among other things, we have significant continuing involvement,

- we have placed restrictions on the licensee’s ability to exploit the rights conveyed uqder'phgzicontractrg_r weowea
performance obligation to the licensee. In the case where we have significant continuing ih’yo}vqmeﬁt'or where any
restrictions remain on the licensee’s rights (.., no sales of products based 6n a specific character allowed untit a
future date), we recognize revenue as the licensee reports its sales and conegpoﬁding royalty c_)bli'_gation to us. Where
we have a performance obligation, minimum royalty payments are not recogiiized until our performance obligation
has been satisfied. Minimum payments collected in advance of recognition, or future minimum-payments that are
assured of collection (because of the licensee’s creditworthinéss) in advance of recognition, are recordéd as deferred
revenue. In any case where the licensee ié not sufficiently creditworthy, we recognize revénué only to the extent ‘ :'
that cash is received.. When currgula_t,ivc;qéporled royalties exceed the minimum royalty payments, the excps§
royalties are recorded as revenue when éa{ni,eq and are referred to as “o’vegggc%‘. U ) ; iy

We did not recognize as much revenue in 2006 from renewals of merchandise licenses with our U.S.-based
licensees as we did in either 2005 or 2004 because a relatively small number of those licenses came up for renewal

Y wow . « B -t : M r - ! e
in 2006. In addition, the one major Marvel-branded entertainment event that occurred in 2006, the movie X-Men.

The Last Stand, as expected did not contribute significantly to Licensing seg_meiit' rei?enqe. However, we expect,
licensing segment revenue to benefit significantly in 2007 due to the release of Spider-Man 3, scheduled forMay
2007 ‘and, as a result, Licensing segment revenué is projected to be higher in 2007 than in 2006,and 2005. Two other,

Marvel-branded entertainment events, Ghost Rider (released in February 2007) and F. antastic Four: Rise of the
Silver Surfer (scheduled for telease in July 2007), are also expected to contribute to 2007 Licensing segment
revenue, although not as significantly as Spider-Man 3. ‘

; - . . P
N e ! ! o * N Ty b +

* Publishing : - : T . BERN N s

We have experienced continuéd growth from the direct market and bookstores in 2006. The Publishing H
segment is focused on expanding distribution to channels sich as the mass matket, and expanding its product l_i!rl'fe' to
a younger demographic. We are in the process of expanding our advertising and promotions business withan ~ ~
increased emphasis on custom publishing. In the second quarter of 2006, the Publishing segment began publishing

Civil War, a limited special comic book series which has tie-ins to certain éstablished comic book series. The five

issues of Civil War published in 2006 were the year's five'top-selling comic books in the U’S. We expect continued |

momentum from Civil War and its tie-ins info the first half of 2007. Our Incredible Hulk character will also be b
featured in a Marvel Universe crossover event, scheduled for 2007, that will have tie-ins to other established comic -

book series.

1
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Toys T

, Marvel s Toy segment has been in a period of transmon during 2006 driven by the 51gmng of our
agreement w1th Hasbro effectlve January 1, 2006 ‘ “d the terrmnatlon of our‘ agreement wrth Toy Biz Worldw1de "
Ltd. (“TBW”) "The Toy segment was eun drfferently in 2006 than in 2005 ‘and has changed agam for 2007 now that
prodiicts are being produced and sold by Hasbro.™ 7 ¥ et e i o]

...tr.a Thee i 5 W IR ST A L L R P TR T BN .nwr..tul-_u. P2 R NN TR ATIS P
(L RIS A B RN T I TtS SPR VU S LS IP IR T ST LERN | (SR I RTLIPET P S P YT

Toys 1n 2005 and in Prior Years ‘ Lt L - ¥
(K iRt TR TR IV 0+ S0 B TR PETI VA T IV S T N A (I EN O 00 Tt

During 2005, our Toy segment created, designed, devéloped, markéted anddistributéd-a-limited lifie of toys
to the worldwide marketplace. Our toy products were based upon the Spider-Man movies and upon characters that
we licensed in,'such as charactets from the movie trilogy TheLord of the Rings, the television shows for TNA
wrestling and the:Curious George. movie. ‘Additionally, we had an agreement with TBW.since 200}; under which:iv-

wellicensed;to TBW. the right to.use,the Marvel characters.(other than.characters based-on the Spider-Man movies) !

in producing and selling action figures.and accessories, and certain other toys. . We provided: product development,
marketing and sales services for TBW intexchange for.a:service:fee:and:therefore recorded royalties and service fees.
from TBW in the Toy segment. CAHIL e e

! -::.‘rr.u"roys in 2006"""' RS .'i i IS TR T ifl"ir i n"-'r- Luttan s e Tl ape’y

P
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Most Marvel character-based’toys prevrously produced for retall by TBW were produced and sqld by us, 1n
2006. We also cpntlnued to produce toys based on Sprder—Man movres and based on hcensed i charactem such as N
Curious George and characters from Code Lyoko and TNA wrestlmg As expected 2006 was not'as sngmﬁcant a '
year for Marvel branded toys as 2005 (when the mov1e Fantastlc Fou’r vyas: ]released)

t .Jn’ P .
N P For B PRNL I S VTOMOU ML a Ty ..:'».-' R R LI

[ (hﬂl

The transition from TBW has resulted in ail ifireasé 'm{to'y sales eompared wrth 2005, afid felated"
increase in'cost of sales as we have been sellmg our products dn;)ectjly to the retailer and i 1neurr1ng the manufacturing
and se]lmg costs of these products However the 2006 transmon ﬁ'om TBW dlsrupted productlon and’ caused

S D 3 LRty U, e T 30, ke
cancellauon of eertam sales orders, ' o - e e -
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We entered into a liense agreement ith Haisbfo uindék which Hasbro has thé exclusrve rlght fo make -
action figures, plush toys and certain role-play toys, and the non-exclusive right to make several pther types of toys,
featuring our characters. The license gives Hasbro the right to sell those toys at retail from January 1, 2007 (earlier,
in some eases) through December 31, 201 i (sub_]ect to extensron) Under a service agreement wrth Hasbro, we have
agreed to prov1de brand expertlse marketmg support and other servrces to Hasbro in connectlon wrth the ltcensed
toys “1n 2008, royalty and sérvice fee intOme recogmzed “frotn the Ticensé with Hasbro aggregated $5 2 mllhon

LT

e

Toys in 2007 S
it
In 2007, most of the Toy segment’s sales will come in the form of royalties and servige fées from Hasbro.
The Toy segment will also generate revenue from sales of its licensed-in properties such as Curious George. In
2007, films featuring the Marvel characters Spider-Man, Fantastic Four and Ghost RJder have been released or are

scheduled for release. For that reason, we expect that sales by Hasbro of Marvel- branded toys in 2007 will be
greater than in 2006.
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Film Production ,

The expansion of our studio opérations to include feature films that we produce ourselves has r_esﬁltcd in
the creation of a new segment, the Film Production segment. Previously, Marvel Studios’ operations related ‘solely
to the licensing of our characters to third-party motion picture and television producers. Those licensing activities
were included, and are still included, in the Licensing segment. However, the operations of developing and o
producing our own theatrical releases are reported in our newly created Film Production segment, as these
operations are inherently different than that of licensing our characters. Our self-produced films will be financed
with our $525 million film facility, which is described below. ..~~~ -~

1 [

The first two films produced b)Yr the Film Production segment, fron Man and The Incredible Hulk, are. '
scheduled for release in 2008, During 2006, we substantially completed the ramp-up of our movie production
business, including the addition of key personnel, to support the development and production of our self-produced
films. Consequently; we.have presented the Film Production segment separately.as of December 31, 2006. The
Film Production segment was created in September 2005, upon execution of the film facility, but did not require
separate presentation in 2005. - o :

During 2006, the Film Production segment had capitalized film production costs of $15.1'million, primarily
for the Rroductiqn of Iron Man and The Incredible Hulk. This asset is expected to increase significantly coinciding
with our production efforts.’ In addition, for the year ended December 31, 2006, the Film Production segment
incurred $7.5 million of operating costs; consisting primarily of employee compensation and its share of the
expenses associated with our California office. Operating costs of the Film Production segment also reflecta
$1.5 million decline in the fair value of olr interest rate cap associated with our film facility. There were no
significant operating costs within the Fi’lm Production segment in 2005.

G [ St it : . T . .
. We expect the Film Production siegment 5 operations to look very different starting in 2008, when we first
release our self-produced fiims.” At that time, we will begin recognizing revenue. As we recognize revenue for a’
particular theatrical release, we will amortize the related capitalized film production costs in the proportion that the
recognized revenues bear to the total es]timated Iife_tim? revenues of the theatrical release.
. <

Film Faciliy =~ 17,

_ The film facility enables us to independently finance the development and production of up to ten feature
films, including films that may feature the following Marvel ‘characters, whose theatrical film rights are pledged as
collateral to secure the fitm facility: ’ ) R C -

Ant-Man !
- Black Panther ~~ ¢! e T S
" Captain Atherica ' v - ' - :
- Cloak & Dagger - o - ' Y - - v
Doctor Strange*  ’ ' Con R a T
Hawkeye
Iron Man
Nick Fury
Power Pack \
Shang-Chi -
The Avengers !
The Incredible Hulk'

¢ & & & 8 & & & & & 0

Iron Man and The Incredible Hulk, included in the above list, were added to the film facility during the
quarter ended September 30, 2006. Also included as collateral for the film facility are the theatrical film rights to
many of the supporting characters that would be most closely associated with the featured characters and character
families. For example, the theatrical ﬁ|lm rights to Captain America’s sidekick, Bucky Barnes, and his nemesis, Red
Skull, are both pledged as collateral to the film facility.
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We expect to fund, from working c¢apital and other sources, the incrementat overhead expenses and costs of 'l
developing each film to the stage at which the conditions for an initial borrowing for the film are met under the film
facility. At that stage, if the film’s initial funding conditions are met,.we will be able to borrow under the film |
facility an amount equal to the incremental overhead expenses incurred by us related to that film in an amount not
exceeding 2% of the budget for that film under the-film facility, plus development costs. If the initial funding
conditions are not met, we will be unable to borrow these amounts under the film facility. On February 27, 2007
Iron Man metits initial fundmg conditions and an initial fundmg of the productlon of that film was made.t . .~ -
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« ..We recorded expenses (pnmarrly mterest expense) related to the film facrllty of $14 5 mlllron and $4. 0 -
million during the year ended December 31,2006 and 2005, respectively. We expect that our interest:and other .-
expensesirelated to the film facility will increase in 2007. We are capitalizing, and not treating as expénse, other
amounts to develop the films for which borrowings are expected to be made under the film facility. In addition, .
interest charges associated with borrowings to fund the productions will also be capitalized. During 2006, interest -
associated with film productions of $0.2 million was capitalized and is included in film inventory on the  « .
accompanying consolidated sheet.- As of December 31; 2006, $15.1 million has been capitalized associated with -
concept development and pre-production costs of vanous film prOJects assocrated with the above Marvel characters
ofwhlch $11.3 relates to fron Man ST L AU Sy

. L . W . , R T4 N ;l i'l "
- While theatncal films featurmg the characters listed above may be financed and produced by us only .
through the film facility, we retain all other rights associated with those characters. In addition, we may continue to-
license our other characters for movie productions by third parties, obtain financing to produce movies based on _
those other characters ourselves or with others or, with the consent of the film facility lenders, finance and produce :
ﬁlms based on those other characters through the ﬁlm fac1llty
] . ' . . L . v N 4 L] . . v L} r :
Our Results of Operatlons : T © i .
B . - - B P AT
Year ended December 31, 2006 compared wnth the year ended December 3, 2005 o
" 'NetSales " .o N S . LR
LA ‘ ' ) . . [ R ST
¥ Our net sales are generatéd from (1) licensing the Marvel characters for use'dn consumer products, -
promotions, feature films, television programs, theme parks and various other areas; (i) publishing comic books dnd
trade paperbacks, including related advertising revenues; and (jii) s_ellmg our toys.

. | . . o a ‘ Years_endedDecember31 o
S e 2006 2005 Change

(dollars in millions) .

. Licensing. . ... - . - i .. 81272 . $230.1. . (45%. | -
_Publishing . : _ . 1085 . 924. 7% .
.. f{Toys o s 600680 o T1%. ] -
2o Total G $351.8 .. $3905  (10)% .
e Sales Mix by Segment: " Yesis Ended December 31, S
2006 2005 '
Licensing. = o R TR TRgmene T 589047 |
Pubhshmg ' 30.8% 23.7%
Toys HREET s B —— T 330?? '“@i:" 174% . l
Net Sales 100.0% 100.0%
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v+, -« Our consolidated net sales of-$3,5f1.8 million for 2006 were:$38.7 million lower than net sales in.2005. A
45%decrease in Licensing segmerit sales was.partially.offset by a 17% increase.in Publishing segment sales'and-a-h
71% incréase’in Toy segmerit sales: ~c [} .o - ;eeihe groeloncaceole e el O
CodtL et ey Ae i e et e Bend i w i S L T LR Y T
Licensing segment net sales decreased $102.9 million duririg 2006.« The decreases were in doméstic..~ " 4o
meréhatidisé licensing ($79.1.million), Joint Venture:licensing ($20.6million) and Studio media‘licensing ($8.0 L 1%
miilion). The reduction in domestic revénues résulted from a decline in new.and renewal-contract revenues.in 2006.4
Included in 2005 Licensing segment net sales was $50 million from the extension of an interactive game license.
Also, the 2006 licensing:program for the theatrical.release of X-Men:sThe Last Stand did not:generate-as much in
merchandise royalties-as the 2005 progr'arﬁ for.the.theatrical release of Fantastic:Four: The Joint Venture: ., - il -
(associated with licensing around Spider-Man movies) had réveriue of only. $4.1 million‘in 2006, primarily related:to
licensing 6verages collected in 2006 from the July 2004.release of Spider-Man 2: Studio'media licensing revenues-..
decreased as'a result of fewer movie releases and the timing of payments for:major theatrical releases: - significant .t
revenues from Spider-Man and X-Men movie properties were recorded in 2005 as compared to smaller revenues..e
from.the Fantastic Four movie property in 2006. These decreases were partially offset.by increased revenues from -
internationat licedsing ($5.3 million) caiised by’overage increases net of a decline.in,new.and renewal contract.«.: ¢
revenues. The net decrease in Licensing segment net sales, combined with higher net sales generated from the ¢4 1
Publishing and Toy segments, caused Licensing segment net sales to decline as a percentage of consolidated net
sales. Weexpect that, 2007 revenues:infour.Licensing segment will increased compared to 2006. . Consequently,
license revenues:as a percentage of consolidated net'sales, are also expected to increase due to thelicensing» . ..~
programs for the three Marvel-branded.motion pictures.released or scheduled for release in-2007; Spider-Man 3,,. .
Fantastic. Four: Rise of the Silver.Surfer and Ghost Rider. . .1 B O TR PR TR AL ST LR R LS LIS T
i e 0T e e By e e e el
Net sales from the Publishing segment increased $16.1 million to $108.5 million for 2006. Of the increase,
$7.5 million was in sales of trade paperbacks and hard cover books into the direct and book market channels andy.7;
$6.4 million was in comic book sales into the direct market. Comic book increases were primarily due to strong
sales associated with Civil War, a limited special comic book series which has tie-ins fo, established comic book
series. 2006 also benefited from the April 2006 increase in the cover price of comic books, which accounted for
$1.5 million of the comic book increase noted above. In addition, custom publishing revenue increased $1:1 million
for 2006. These increases also caused Publishing scgment net sales to increase as a percentage of consolidated net
sales. We expect that.the Publishing segment net:sales will continue to benefit, from the Civil War series and strong
sales,of related trade paperbacks and hard coverbooks in 2007, ~ <. wyiv | cnioe S L0 E T s
I Y T B B B L R A
In 2005, Toy segment net saif%s consisted mostly of royalty and service fee revenues earned from TBW. As
a result of terminating the TBW license at the end of 2005, 2006 Toy segment net sales of $116.1 million were
based on our sales to rétéi.lé::rs":“Pr'in}\a?‘i.ly as 4 Tesult of this change, Toy segment net salcs increased $48.1 million
compared to the priot yedr period and also increased as a percentage of consolidated net sales. Those increased
revenues, however, reflect a decrease in sales'to retailers compared to 2005. In 2005, Toy segment net sales
included $51.8 million of royalty and éervice fee revenue earned by us associated with TBW'’s sales to retailers.
Sales to retailers decreased from $185; ['million il 2005 to $116.1 million in 2006 partly bécausé of the launch of
the Fantastic Four movie toy linefin' 2005 and also due to the transition from TBW, which'disrupted production and
caused cancellations of certain sales orders. We ekpect that in 2007 (when several films featuring Marvel characters
are scheduled for releasé; as described above) Marvel-branded toys will be more significant at retail than in 2006
Toy segment net sales in 2007 will co'Psist primarily of royalty and service fee revenues earned from Hasbro. We
anticipate that Toy segment net sales will decrease as a percentage of consolidated net sales in 2007 due to
significantly higher Iiggnsi‘qg,_revgqqc;_ gi;,_‘fiesg.r‘ibed above. During the fourth quarter of 2006, we recorded $5.2
million of royalty and s;f':ryi_ce revenug¢ from He‘lﬁ}%ro.
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Cost of Revenues e

T, Year ended December 31,

- o _ s 2006 2005
Ter vy . % of Net % of Net
L ‘. o - _Amount Sales Amount Sales
r ’ . . (dollars in millions)

Licensing - N/A $ ~ 7 NiA ]
Publishing : ) ot 472 44% 41.0 44%
Toys % R rae o 56407 0 49% 95 14% | !
Fotal . : ' $103.6 29% $ 50.5 13%

Consolidated cost of revenues increased $53.1 million to $103.6 million for 2006 compared with 2005,
primarily due to increased toy-production costs, resulting from our direct manufacture and sale of toys formerly
licensed to TBW. Consequently, our consolidated cost of revenues as a percentage of sales mcreased to 29% for the
year ended December. 31 2006 as compared to 13% in the comparable 2005 period. - :

Publishing segment cost of revenues for comic book and trade paperback pubhshmg consists of art,
editorial, and printing costs. "Art.and editorial costs, consisting of compensation to editors, writers and artists,
account for the most significant portionof publishing cost of revenues. We generally hire writers and artists on a
non-exclusive freelance basis but we also have exclusive contracts with certain key writers and artists. In addition, .
we contract-out the printing of our comic books to unaffiliated companies and these costs are subject to fluctuations
in paper prices. ‘Publishing segment cost of revenues as a percentage of Publishing segment net sales remained
consistent at 44% in 2006 and 2005. Rising costs of talent and paper costs in 2006-were offset by higher unit sales
of ¢orhic books, which more-effectively absorb these costs: In addition, we instituted price increases (in April 2006)
on ceftain comic book titles to help offset the rising talent and paper costs. The increase in cost of revenue of $6.2
million from $41.0 million to $47.2 million is primarily associated with increased sales.

¥

Toy segment cost of revenues consists of product and package manufacturing, shipping and agents'
commissions. The'most significant portion of cost of revenues is product and package manufacturing. The increase
in Toy segment cost of revenues from 14% of Toy segment net sales during 20035 to 49% during 2006 reflects .
manufacturing costs to producé toys formerly produced under license by TBW, for which we incurred no
manufacturing costs. We expect that Toy segment cost of revenue will decrease.in 2007, both in dollars and as a .
percentage of Toy segment net sales, when Hasbro will be manufacturing Marvel-branded toys.
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'Selling, General and Administrative Expenses

; Year ended December 31,

o 2006 2005

T % of Net % of Net

Lo ¢ _Amount Sales Amount Sales
(dollars in millions)

Licensing K 8492 " 39% _ $87.1 __ 38% |
Publishing =~ _ ___ b. 172 16% 151 16% .
Toys K 280  24% 39.5 58% )
Film Production operating costs _____+. 60 NA - _NA
Corporate overhead & 227 N/A 248 N/A ]
Total ' $123.1 35% $166.5 43%

Conselidated selling, general and administrative (“SG&A™) expenses of $123.1 million-in 2006 were $43.4
million below SG&A expenses in 2005 iprimarily due to the reduction in Licensing SG&A described below. .
Consolidated SG&A as a percentage of net sales decreased to 35% in 2006, from 43% in 2005.

Licensing segment SG&A expenses consist primarily of payroll and of royalties owed to movie studios for
their share of license royalty income, which is a variable expense based on licensing revenues. -We pay movie studio
licensees up to 50% of merchandising-based royalty revenue from the licensing of both “classic™and “movie” .
versions of characters featured in the films. Licensing segment SG&A expenses of $49.2 million for 2006 were
$37.9 million below the prior year principally as a result of a $27.1 million decrease in royalty provisions to studios
due 1o the decline in Licensing revenue, and a one-time $10 million charge in 2005 associated with the settlement of
litigation. As a percentage of Licensing segment net sales, Licensing segment SG&A increased slightly from 38%-
to 39%. We expect that SG&A will decline as a percentage of sales in 2007 as significant licensing revenue will be
" derived from the Joint Venture, for which Sony Pictures’ share of the Joint Venture’s licensing activities is reflected
as minority interest expense rather than'royalty provisions to studios. s

Publishing segment SG&A expenses consist primarily of payroll, distribution fees and other miscellaneous
overhead costs. Publishing segment SG&A ‘expenses increased $2.1 million in 2006 over 2005, principally due to
increased distribution fees associated with increased sales. Publishing segment SG&A expenses as a percentage of
Publishing segment net sales remained consistent at 16%. ) I .

|
b

Toy segment SG&A expenses consist primarily of payroll, advertising, development costs, royalties
payable to movie studios for their sharé of certain toy sales, and royalties payable on toy sales based on characters
licensed from third parties, such as Universal Studios Licensing LLLP (licensor of the Curious George character),
and on toys developed by outside inventors, Toy segment SG&A expenses decreased $11.5 million in 2006
principally as a result of reduced advertising ($9.8 million), lower salaries and related expenses ($1.2 million) due to
Jower infrastructure and the non-recurring expense in 2005 for the early termination of TBW ($12.5 million). These
decreases were partially offset by the absence of SG&A reimbursements from TBW ($7.5 million) and increased
warehousing fees ($1.1 million), as a result of our manufacturing and distributing a higher volume of our own
products. In addition, during 2006 we éstablished reserves for uncollectible amounts due from TBW in the amount
of $2.6 million, and realized a loss of $0.8 million from the sale of our Mexican land and building. The net decrease
in expense, combined with the increased Toy segment sales, caused Toy segment SG&A expenses to decrease as a
percentage of Toy segment sales from 58% in 2005 to 24% in 2006.

SG&A for our Film Production segment consists ;ﬁrimarily of employee compensation and the allocated -
SG&A associated with our California office. The Film Production segment was created in September 2005, upon
execution of the film facility. There were no significant SG&A costs within the Film Production segment in 2005.

'




Corporate overhead-expenses in 2006 decreased $2.1 million compared with 2005 due to decreases in legal
fees-and settlements ($5.6 million) and charitable donations ($2.5 million), partially offset by increases in
compensation expense of $6.2 miltion primarily related to the accounting for stock-options and mcreased executive
compensatmn

"

- Depreciation and Amortization o '

Depreciation and amortization expense increased $9.8 million to $14.3 million in 2006 (from $4.5 million
in 2005} as a result of increased tooling required for our production of toys-and the short period of time over which
the majority of these costs were being amortized in 2006. Tooling, product design and packaging design costs
attributable to the toy business, are normally amortized over the estimated life of the respective products, which
typically range from one to three years. As a result of the ‘year-end 2006 transition to Hasbro, the life of the tooling,
product design and development and packaging design costs associated with Marvel character-based toys explred by
year-end 2006, as we wnll no longer be producing these toys.

We account for our goodwil] under the provisions of SFAS No. 142, “Goodwill and Other Intangible
Assets™(YSFAS 1427). Accordingly, goodwill is no longer amortized but is subject to annual. :mpalrment tests, Our
most recent annual impairment review did not result in an impairment charge. ‘ "

Other Income T

' Other income decreased $0.4 million-to $1.8 million in 2006 (from income of $2.2 million in 2005},
primarily as a result of a decling in the fair value of our interest rate cap associated with our film facility. Changes' -
| in the cap’s fair.value are recorded as other income. During 2006, the cap’s fair value decreased by $1.5 million: f
i During 2005, the cap’s fair value increased by $0.3 million. This $1.8 million decrease in the year-to-year changes
' of the interest rate cap’s fair value was partially offset by payments received aggregating $1.6 million for our
agreement to vacate leased property earlier than provided for in a lease and for another agreement to allow our
tenant to vacate property owned by us earlier than provided for in our lease.

Operating Income

Year ended December 31,

2006 . 2005
‘Amount  Margin  Amount _ Margin .
LY . - T S (dollars in millions) - et
- Licensing - v 8776 61% .. $1434 - 62%.. -] "
" :t - Publishing - 441 r 41% . 364 39% .
. {Toys: L e ® 21004 18% FE15.5 ¢ 23%w

Film Productum operatmg COsts (1.5) ' - NA o= . N/A

Corporate overhead (22.7) N/A (240 _ NA ]

Total . : $112.6 32% $171.2 . 44%

Consolidated operating income decreased $58.6 million to $112.6 million in 2006, primarily due to lower °
sales in the Licensing segment, Whlch generates the highest margins, ThlS also resulted in decreased operanng
margins from 44% i 2005 to 32% in 2006. :
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*+, : Operating margins decreased slfgfltly in'the Licensing segment from 62% in 2005 to0.61% in-2006 as a
result of lower overall licensing sales and a revenue mix that was lower in high-margin Joint Veénture licensing. The~
margins of Joint Venture licensing are higher than others in the Licensing segment because Sony’s share of the Joint:
Venture’s operating results is classified ds minority interest expense whereas royalty expense due to other-studios is -
recorded within SG&A expense. The decrease caused by the changes in revenue noted above were partially offset
by reduced SG&A costs allocated to the Film Production segment, which were previously recorded in the Licensing
segment. .

TR .‘. [P R R | . ;' ! [ . Lt L : , i roT, "
. .. Operating margins improved slightly for the Publishing segment from:39% in 2005 to 41%:in 2006 due to-,
comic book and trade costs increasing p'r!oportionately. with increased-sales. , , B
.. I ':._.', PN " P . :G; PR L LN . ' A o -

“ "+, Operating'income in the Toy segment increased $5.6 million in 2006 compared with 2005 predominantly ~
due-to.the $12.5 million non-recurring expense'in 2005 for the-early termination of TBW: Operating margins . .+~ -
decreased to 18% in 2006 from 23% in 2005 predominantly as a result of the-margin being calculated onisalés to -

retailers ifi 2006, compared with margins calculated on royalty and service fee income in 2005.
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_.The Film Production operating-costs reflect the SG& A costs noted above and the $1.5 million decline in-.
the fair value of our interest rate cap assbcjated with our fiim facility. B AL S DS
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Interest Expense G = v
i

.We'had interest expénse of $151.2_ million in 2006, compared to interest expense of $4.0 million in 2005.
The*$11.2 million increase in.net interes:t expense is a result of borrowings related to the film facility and - . :
borrowiiigs under the HSBC Credit Facility. -Borrowings under the HSBC Credit.Facility were repaid inearly .- .
January.2007.-Borrowings under the film facility commenced in September 2005. - .. ST U
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Interest Income.. . - . -
i S A i o et vonid
Interest income reflects amounts earned on our cash equivalents and short-term investments. Interest

income decreased $2.4 million to $1.5 million in 2006 (from $3.9 million in 2005). RS AR Ry
[

Income Taxes i
. .'..._¢‘!.‘*.,.

Our effective tax rate differs fr_bm the federal statutory rate due to the effects of state and local taxes,
income taxes related to the minority share of the Joint Venture,rand income taxes related to unremitted foreign
earnings. Our effective tax rates for 'thé years ended December 31, 2006 and 2005 were 39.5% and 36.7%,
respectively. The 2.8% increase in the effective tax rate primarily results from several factors with partially
offsetting impacts. The effective rate increased 1.7% due to unremitted foreign earnings, increased 1.4% for foreign
taxes, and increased 3.1% as a result ofllth;e Joint Venture (discussed below). These increases were'partially offset
by a decrease in state and local taxes of 2:7%, attributable primarily to a reduction in state tax reserves, and a
decrease of (.8% attributable to valuati?n allowance changes. Lt T L R LI

- 3 '

We are not responsible for the.income taxes related to the minority share of the Joint Venture income, and
as such, our tax rate is reduced for the taxes associated with the minority share of the Joint Venture income, which
lowers our effective tax rate. The impact of this reduction to our effective tax rate is greater in periods when the
operating results of the Joint Venture are higher (2004) and lesser in periods when the operating results of the Joint
Venture are lower (2005:2006). For 2005, the reduction in our tax rate related to.the minority interest share of Joint .
Venture iricorme also includes the benefit of the correction of 2004 tax expense related to the Joint Venture,.a 1.9%
decrease to the 2005 tax rate. »

1
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We retain various state and local net operating loss carryforwards of $411 million, which will expire in
various jurisdictions in the years 2007 through 2026. As of December 31, 2006, there is a valuation allowance of
$1.1 million against certain capital, state, and local net operating loss carryforwards, as it is more likely than not that
such assets will not be realized in the future. The net change in the valuation allowance during the year ended
December 31, 2006 was a decrease of $1.5 million, of which $0.2 million affected income and $1.7-million was
recorded against our related deferred tax assets that were deemed to be permanently unrealizable.

T T T P L T P B B T AT SR L T

. ic <We or one.of our,subsuhanes ﬁle»mcome tax returns in l:he U. 8 -federal jurisdiction, and various state,,local
and forelgn jurlsdlctlons We ar¢.no longer subject to tax examinations in-any jurisdiction for the 2002 and.prior .
tax-years. .The Internal Revenue Service has recently commenced an examination of our 2003 through 2005 tax, - 1

years.

TR T B S IV oot e

We are also under examination by various other local jurisdictions,

Minority Interest-,. . .1 b.“. i . '

e e

Minority interest expense,;related to the Jomt Venture, amounted to $1.0 million in 2006 and $5.4 miilion
in 2005. This decrease of $4.4 million reflects the continued decreased operations from licensing associated with the
July 2004 release of Spider-Man 2.. Minority interest expense is expected to increase in 2007, as significant

licensing revenues associated with the May 2007 release of Spider-Man 3 are recognized. . - .

-

%
Earnings per Share e _ T

Diluted earnings per share declined from $0.97 in 2005 to $0.67 in 2006 reflecting an 43% decrease in net
income partiaily offset by a 18% reduction in the weighted average number of shares outstandmg due to the effect of
the treasury share repurchases of 15.6 fiillion shares made in 2006.
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Net Sales - % f '

Our net sales are generated from (i) licensing the Marvel characters for use on consumer products,
promotions, feature films, television pro‘grams, theme parks and various other areas; (ii) publishing comic books and
trade paperbacks, including related advertising revenues; and (iii) marketing and distributing our toys, including,
during 2005, 2004 and 2003, Spider-Man movie toys and toys based on characters from the Lord of the Rings movie
trilogy, and, until mid-2003, kites through our former Spectra Star product line. 3

2

Year ended December 31, 2005 compared with year ended December-31, 2004

i Years ended December 31, T
P 2005 2004 Change
o - : ‘ - (dollars in millions) :

i

Licensing I $230.1 SH47 T 7% |
Publishing R 924 . 8.0 7%
Toys X 68.0 2128  (68)%. |

Total 1 ¢ $390.5 $513.5 (24)%

I
Sales Mix by Segments;: . _Years Ended December 31,
) j 2005 2004
Licensing ] _ 589% 41.8% |
Publishing it 23.7% 16.8%
Toys | 17.4% 414% |

Net Sales L 100.0% 100.0%

[ I |

[

I

Qur conselidated net sales of $390.5 million for the year ended December 31, 2005 were $123.0 million

lower than net sales in 2004, due to deci'elased sales from the Toy segment.
I .

2005 Licensing net sales incre%asgd in absolute dollars and as a percentage of total net sales due to
continued momentum in domestic and international contract renewals, which offset a decline in licensing related to
the Spider-Man 2 movie. The overall increase in Licensing segment sales of $15.4 million was due to increases in
domestic ($54.7 million) and international ($3.5 million) licensing, which were partially offset by a decrease in
licensing by the Joint Venture. For the §'ear ended December 31, 2005, the Joint Venture generated $24.7 million of
sales compared with $67.5 million recorded by us for the period from April |, 2004 (the initial date the Joint
Venture was consolidated) through December 31, 2004. Included in the 2005 licensing results was $50 million from
the extension of an interactive game licfeqse during the quarter ended December 31, 2005,

Sales from the Publishing segment increased $6.4 million to $92.4 million for the year ended December 31,
2005 primarily due to $5.1 million of higher sales of trade paperbacks and comic books into the direct market

channel. e
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Toy revenues shifted in 2005 from lines for which we record the wholesale value as sales, such as Spider-
Man movie toys, to lines for which a royalty and service fee are recorded as sales, such as Fantastic Four toys. The
main toy line in 2005 was Fantastic Four movie toys, which was produced by TBW under our license and for which
only the royalty and service fee percentages of the wholesale sales price were recorded as revenue. Sales from the
Toy segment decreased $144.8 million to $68.0 million in the year ended December 31, 2005, and alsc decreased as
a percentage of total net sales, as sales of toys based on Spider-Man 2 decreased by $170.0 miliion in 2005 due to
the movie’s release in June 2004 and limited carry forward.into 2005. Sales of action figures and accessories based
on the Lord of The Rings movies also declined $12.6 million to $7.7 million. These decreases were partially offset
by an increase in royalty and service fee revenue from $15.2 million in 2004 to $51.8 million in 2005 derived from
licensed toy sales made by TBW, primarily resulung from increased sales of toys based on the Fantastic Four movie
and classic Spider-Man.

Cost of Revenues .

Year ended December 31,

2005 . 2004 -
. . % of Net. . % of Net .

o . . , .+ ,Amount Sales Amount Sales ,
! L . . (dollars in millions) .
*Ei'cl;nsrilﬁg N o BB SRR, o 1\13/}/\ y

ublis mg _ . 44% o —
Foys.! s e L THUTOISE ] 40 | T58% i
Total . Coe $ 505 . 13% S 159 6 31%

*Consolidated cost of revenues decreased $109.1 million to $50.5 million for the year ended December 31,
2005, primarily due to decreased toy-production costs, resulting from lower direct sales of action figures and 7
accessories associated with the July 2004 theatrical release of Spider-Man 2. Consequently, our consolidated cost of

revenues as a percentage of sales decreased to 13% for the year ended December 31, 2008, as compared 103 1% in
2004,

Publishing segment cost of revenues for comic book and trade paperback publishing consists of art,
editorial, and printing costs. Art and editorial costs account for the most significant portion of publishing cost of*
revenues. Art and editorial costs consist of compensation to editors, writers and artists. We generally hire writers
and artists on a freelance basis but have exclusive contracts with certain key writers and artists. We contract-out the
printing of our comic books to-unaffitiated companies. QOur cost of printing is subject to fluctuations in paper
prices. Publishing cost of revenues as a percentage of sales was relatively stable, increasing from 43% in 2004 to

44% in 2005. Cost of revenue increased slightly as a result of higher 1alent expenses for comic books and higher
printing costs that were primarily driven by increased paper costs, offset by a hlgher proportlon of publlshmg net
sales of trade paperbacks, which have lower talent costs. . .

r.

'Tay segment cost of revenues consists of product and package manufacturing, shipping and agents’
commissions. The most significant portion of cost of revenues is product and package manufacturing. The decrease
in Toy cost of revenues from 58% of net sales during the year ended December 31, 2004 to 14% during the year
ended December 31, 2005 reflects a change from sales by us of action figures and accessories based on characters
associated with Sprder-Man 2 to royalties and service fees recelved from TBW s-sales, for Wthh there aré no
production costs.” =~ :
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Selling, General and Administrative Expenses .~ - -~ .- - T
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* Year ended December 31, -

N 2005 - - 2004- .t s
' t .+ % of Net - % of Net "' 1.
5 ‘- -Amount Sales ' Amount ' Sales - A

L
o

-t (dollars in millions)" - =

' u . . : PR P

Licensing } 3 $ 87.1 38% $ 70.0 33% ] e
Publishing T 15.1 16% 14.1 6% - s
Toys f 3 395 58% 30.0 14% |

Corporate Overhead o 24.8 N/A 28.7. N/A -

fTotal | 3 $166.5 _ 43% $142.8° _ 28% |

 Consolidated selling, general and administrative (“SG&A”) expenses increased $23.7 million to $166.5

million for the vear ended December 31, 2005, primarily due to a $12.5 million charge included in the Toy segment
associated with the early termination of the'licensé with TBW in the fourth quarter of 2005. Included in the
Licensing segment, an $11.7 million increase in studio royalty share expenses payable to studios, related to higher
sale of movie related products. Consolidated SG&A as a percentage of net sales increased to 43% for the year ended
December 31, 2005 as compared to 28% for the year ended December 31, 2004, as a result of this increase in SG&A
and the decrease in consolidated net sah;as:‘ ' '

Licensing segment SG&A expenses consist primarily of payroll and royaities owed to movie studios for the
studios’ share of foyalties. We generally pay movie studio licensees up to 50% of merchandising-based royalty”
revenue from the licensing of both “ciassic” and “movie™ versions of characters featured in the film. Licensing
segment SG&A increased $17.1 million}‘ (24%) as a result of a $5.4 million increase, primarily in compensation for
senior executives, coupled with the increase in the studio share expense. As a percentage of sales, licensing SG&A,
increased to 38% during the year ended December 31, 2005 from 33% in the prior year as a result of a decline (from
31% in 2004 to 11% in 2005) in revenues,derived from the Joint Venture, for which Seny Pictures’ share.of the
Joint Venture’s licensing activities is reflécted as minority interest expense. SIS

Publishing SG&A expenses, consisting primarily, of payroll, distribution fees and other miscellancous
overhead costs, remained relatively flat as an absolute dollar value and percentage of net sales. ... -+ . (T

a o [EPELE S S . L o ] o e

_ Toy segment SG&A expenses consist primarily of payroli, advertising, development costs, merchandise
royalties payable to movie studjos for their share of license income, and royalties payable ori toysbasedon . -,
characters licensed from third parties, such as New-Line-Cinema (licensor of the Lord of the Rings characters), and:;
on toys developed by outside.inventors! Toy segment SG&A expenses increased $9:5 million to $39.5 miltion fors;
the year ended December 31, 2005 from $30.0 million for the year ended December.31, 2004 as a resultof theé g
charge related to the early termination of the license with TBW.-This was partially offset by a $2.4 million decline:in
royalty fees owed to studios, due to the reduction of direct sales of action figures and accessories based on )
characters associated with Spider-Man 2.:.Toy segment SG&A expenses increased as a percentage of sales from
14% during the year ended December 31; 2004 to-58% during the year ended December 31, 2005, primarily.asa .
result of the decline in Toy sales. . oo . L

[ sl b

I

- Corporate overhead expenses,‘icbnsisting';;rirharily of payroll, rent and legal costs associated witil-acti\fe.\( -
litigation matters, decreased $3.9 million for the year ended December 31, 2005 principally due to lower legal fees.-:
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Depreclatlon and Amortization - - T ., o e SRR B
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Deprec1at10n and amortization expense increased $0.7 mlllron to $4.5 million-in 2005 (from $3 8 mllhon n:
the 2004). Tooling, product design and development and packaging design costs, which are attributable to the toy

business, are normally amortized over the estimated life of the respective product. *

', We account for our goodwill under:SFAS 142.- . Accordingly,-goodwill is no longer amortized but is
subject to annual impairment.tests (See Note 2 to.the Consolidated Financial Statements) Our annual impairment -,

reviews did not result in an 1mpa1rment charge R T S T S O SRt
R R o TN ’ v e S SRR
.---Otherlncome' S T S T T B o ! . ~-. .
o e oy IR M TR T R I

Other income decreased $6.8 million to $2 2 mllhon in 2005 (from $9. 0 million in 2004). This decrease
reflects insurance collections in 2004 totaling $5.0 million as well as $2.4 million in gains recorded in:2004 in the
Publishing segment for settlements related to the bankruptr:y of Marvel Entertainment Group, Inc. We acquired
Marvel Entertainment Group in, 1998 R LS O TR R R P

L e N S R AR "’";.".- TRPRI TS

Equity in Net Income of Jomt Venture

R S R ST

For the year ended December 31, 2004, we recognized $8.1 million in equity income related to the Joint
Venture: In early 2004, we and Sony Pictures resolved litigation and mutually.agreed to restructure the Joint
Venture. This resulted, commencirig April 1, 2004, in the consolidation of the operations of the Joint Venture in our
Licensing segment; rather than accounting for our share of the Joint Venture operations under the equity method..

SRR L T N L Lo P . S L . SOt L ..' :‘
. #OperatingIncome .. - " .. oLt L AT SR F TN
e o R , ! T vooat o R o . o e B T
St e LT ‘ R . Coo P R o
Year ended December 31, T

2005 2004

Amount  Margin  Amount  Margin . "
(dollars in millions)

ISP BT I LT ORI N . C S P Soowl L Yoo
s oo Licensings. e e a3 AL L 62% 81527 CT1% Tt e e
LTI WL S Publishing- SR o o364 .0 39% . 373 . 43% .00 raltitn
e (Loys " oo s e gt oe sl 88 e 0 2304 TOITS8 . A28, ﬂ T e g
ML Corporate Overhcad . - {241y + 'N/A . {23.7¢ . N/A e T 5 oo
L bl e -ﬂ‘otal : e H :$1713.{2’§”3-' 44% $224'.4‘  44% ,j o
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“Consolidatéd | operating incomé decreased $53.2° million to $171.2" million for the year ended December 31
2005 pnmartly due to the lower sales in the Toy segment. As a percentage of salés, consolidated operatmg margins
for the year ended December 31, 2005 were consistent with the consolldated operating margms for the year ended
DecemberSl 2004 L e e L -

IR A i A T PSS T Tt

" Operatirig margins decreased in the Licensing segment from 71% i in 2004 to 62% in 2005 as a result of e
hlgher costs. Such higher costs wére primarily dite to'increased compensatlon for senior executives and increased
studio share expenses associated with higher domestic and international sales. The margin was further reduced by”
the decrease in sales generated from the Joint Venture. The studio share expense associated with Joint Venture
revenues is classified as minority interest expense, and therefore, such revenues have higher margins than other
License segment revenue streams, where the related royalty expense payable to studios is recorded within SG&A
expense.

Operating margins decreased in the Publishing segment from 43% in 2004 to 39% in 2005 as a result of

non-recurring gains ($2.4 million) in 2004 associated with the wrap-up of claims in the bankrupicy of Marvel
Entertainment Group.
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Operating margins decreased in the Toy segment to 23% in 2005 from 27% in 2004 as a result ofa$12.5
million charge related to the early termination of TBW, which was only partially offset by an increase in higher-

margir royalty and service fee revenue from licensed toy sales. -
. . . . o A . ) . [
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Interest Expense Co T e b e

We had interest expense of $4.0 million for the year ended December 31, 2003, compared to interest
expense of $20.5 million for the year ended December 31, 2004. This reduction in interest expense resulted:
principally from the redemption of our 12% senior notes on June 15, 2004, including-a non-recurring charge of $3.2
million associated with the accelerated write-off of previously unamortized deferred financing costs, and a non-
recurring charge of $9.0 million related to the 6% premium stipulated by the terms of the redemption. - Interest
expense in 2005 is associated with borrowings under the film facility.

X . <4 .
‘Interest Income , A ' . :
S NS . ) S

Interest income reflects amounts earned on our cash equivalents and short-term investments. Interest”
income increased $1.0 million to $3.9 million in 2005 (from $2.9 million in 2004).

L
Out-of-Period Adjustment | g
N . L] L . e - .. c N T 4 -

During the fourth quarter of 2005, we identified errors of $3.3-million in our'2004 consolidated income tax
expense related to an accounting entry made in connection with book and tax basis differences related to the Joint
Venture as of April 1, 2004 and the tax impact of our share of Joint Venture earnings for the period April 1, 2004
through December 31, 2004. We corrected these errors in the 2005 year-end close process, which had the effect of
reducing 2005 consolidated income tax expense by $3.3 million and increasing 2005 consolidated: net income by
$3.3 million. We do not believe this adjustment is material to the consolidated financial statements for the years
ended December 31, 2005 or 2004, and as a result we have not restated our conselidated financial statements for the
year ended December 31, 2004.- - P '

Income Taxes e

Our effective tax rate differs from the federal statutory rate due to the effects of state and local taxes, the
recognition of tax benefits relating to state and local net operating losses, income taxes related to the minority share
of the Joint Venture, and federally tax-free investment returns. Qur effective tax rates for the years ended December
31, 2005 and 2004 were 36.7% and 31.2%, respectively. The 5.5% increase in the effective tax rate results from
several factors with offsetting impacts. The effective rate increased 4% due to an increase in reserves for potential
state and local exposures and increased another 4% due to additional valuation allowances established for deferred
tax assets in 2005 compared to valuation allowance reversals in 2004. The decreased operating results from the Joint
Venture contributed 1.8% of the increased rate, as discussed below. These rate increases were partially offset by the
$3.3 million out-of-period tax benefit (1.9% decrease to rate) related to the Joint Venture, as discussed above, and a
1.4% decrease to the rate as a result of higher federally tax exémpt interest income during 2005 than in 2004. .-
" .Wearenot responsible for the income taxes related to the minority share of the Joint Venture income, and .
as such, our tax provision has been reduced for the benefit associated with the minority share of the Joint Venture
income, which lowers our effective tax Ir::lltc. The impact of this'reduction on our effective tax rate is greater in
periods when the operating results of the Joint Veniure are higher and lesser in periods when the operating results of

the Joint Venture are lower. _t

i " %

‘ ! T .

| 32




. We completely utilized our federal net operating loss carryforwards in 2004. We retain various state and
loca) net operating loss carryforwards of $322 million, which.will expire in various jurisdictions in the years 2006 °
through 2023. : As of Deceimber 31, 2005, there is a'valuation allowance of $2.6 million,against certain capital, state
and local, and foreign net operating loss carryforwards; as it is more likely than not that such assets will notbe  ~.
realized in the future, The net change in the valuation allowance during.thie year ended December 31, 2005 was an -
increase of $1.7 million.

Lt ™ . . . P ! .- W 1 ‘ . . G L r
We are under examination by various local jurisdictions,
- Minority Interest . : ) . Lo ’ ‘
-+ ‘Minority interest expense, related to the Joint Venture, amounted to $5.4 million in 2005 and $17:4 million”
in 2004: This decrease of $12.0 million reflects the decreased operations of the Joint Venture subsequent to the July
2004 release of Spider-Man 2. : : . v -
Earnmgs perShare o T VT v
e, .o R Co e C ra
SV Dtluted earnings per share declined from $1.10in 2004 to $0.97 in 2{}05 reﬂectmg an 18% decrease in net+
income partially offset by a 7% reduction in the weighted’ average number of shares outstanding due o the effect of

the treasury share repurchases of*16.2 million shares made in 2005, A . S

" R . ot oL e . .. .- . i;.‘

Ll‘lmdlty and Capltal Resources e b ot

. . " s -+

* Qur primary sources of qumdlty are cash-and: cash equivalents, cash flows from operations; our film* >
facillty the HSBC Credit Facility (defined below) and the $32.0 million Iron Man facility describéd below. We 't
ant1c1pate that our pnmary uses for 11qu1d|ty w:ll be to conduct our busmess and to repur_chase our common stock.

- Net cash provrded by opérating activities increased $20.5 million to $158 2-million during the year ended
December 31, 2006, compared to $137.7 million during the prior year-primarily due to the receipt of an advance of
$105 tnillion paid by Hasbro under its license. - The'advance was classified as deferred revenue and was partially
offsét by payments made-in connection with the termination of the TBW license and interest payments, The Hasbro-
paymeént more than offset the decrease incash that was due 'to a-34% décrease-ii operating income. Netcash - **
provided by operating activities decreased $23.7 million to $137.7 million for the year ended December 31, 2005, -
compared to $161.4 million for the year ended December 31, 2004, primarily because we fully utilized our federal
net'operating loss ¢arryforwards in éarly 2004, resulting in the generation of larger cuirrent tax obligations during
2005. Income tax payments (net of refunds) in 2005 totaled $68.9 million, conipared with $48.1 million in 2004. In’
addition, wehad'a $7.9 million increase in cash distributions to the Joint ' Venture partner in 2005 versus 2004, Thesé
increased operatmg cash outﬂows were pamal]y offset by strong collectlons on accounts receivable durmg 2005

i h 1] I 4 L]
~We had workmg capttal of ($58.6) ml[llon and $2 5 million at December 31, 2006 and 2005, reSpectwely,
decrease of $61.1 million. This decrease in working capital is primarily the result of our using short-term  + * - v
investments and operating cash to finance our stock repurchase plan describéd below and the increase in cirrent -
deferred-revenué related to-Spider-Man 3 merchandise licensing, which is ‘expected to be recognized as revenue: -
during the first half of 2007 as licensées are permitted to begin exploiting theit licenses'in advance of the release 'of *
Spider-Man3.-Deferred revenue related to Sp:der—Man 3 rnerchandlse hcensmg was' less at December 31, 2005 than

r r

December 31, 2006 and was classified as long-term. " ‘ . -

_';‘u P s . P ) o . Lo - . : R
7+ Net cash flows from invésting activities for the year ended December 3 1), 2006 reflect the sale of short-term
investments to finance our common stock répurchase program and the’sale of property we owned in Mexico,-
partially offset by capital expenditures of $16.3 million, principally required by our transition from the TBW license.
Net cash flows from investing activities for the year ended December 31, 2005 reflect the sale of short-term
investments to finance our common stock repurchase program described below. Net cash flows from investing
activities for the year ended December 31, 2004 reflect the sale of short-term investments to repay long-term debt
and finance our common stock repurchase program described below, '
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Early in 2004, we had outstanding senior notes chie June 15, 2009, which bore interest at 12% per annum.
We redeemed all of these notes on June 15, 2004 with available cash resources, which resulted-in a non-recurring. .
charge of $3.2 million associated with the accelerated write-off of previously unamortized deferred financing costs;
and a non-recurring charge of $9.0 million related to the 6% premium stipulated by the terms of the redemption,’ .17
both recorded during the second quarter;of 2004. s+~ 1 %, St P s
A R TINE
During 2006, we repurchased 115.6 million shares of our common stock at a cost of $287.4 million under
stock repurchase programs authorized in November 2005, &nd May 4 and June 5, 2006:: The 2006 repurchases were
financed through the sale of short-term investments, cash generated from operations and borrowings under the
HSBC Credit Facility (defined below). :During the year ended December 31, 2005, we repurchased 16.2 million
shares of our common stock at a'cost of $304.5 million (including $7.4 million for repurchases settled in January
2006) under two stock repurchase programs. During 2004, we spent $58.0 miilion for the repurchase of our common
stock. The 2005 and 2004 repurchases were financed through the sale of short-term investments and cash generated -
from operations. As of March 1, 2007, $50.0 miltion remains authorized to repurchase outstanding shares of stock...
MVL Film Finance LLC maintains a $525 million credit facility for the purpose of producing theatrical
motion pictures based on Marvel's characters. The film facility consists of $465 million in revolving senior bank
credit and $60 million in credit referred to,as mezzanine debt, which is subordinated to the senior bank debt. Both
Standard & Poor’s, a-division of the MgGrawf-Hill Companies, Inc., and Moody’s Investor Rating Service, Inc-havet
given the senior bank debt an investment grade rating.” In addition, Ambac Assurance Corporation has insured ., -
repayment of the senior debt, raising its rating to AAA. The rate for the senior bank credit, including Ambac’s fees,
is LIBOR or the commercial paper rate, as applicable, plus 1.635%. The interest rate-for the mezzanine debt is ;- .
LIBOR plus 7.00%. We entered into an interest rate cap agreement in connection with the film facility whereby
LIBOR is capped at 6.0% for outstanding debt under the film facility up to,certain stipulated notional amounts
which vary over the.term of the film facility. Pursyant to the terms of the financing, the mezzanine credit will bey; .
~ drawn on first and will remain outstanding for the life of the senior bank facility. As of December 31, 2006, MVL;...
Film Finance LLC had $33.2 million ($25.8 million at December 31, 2005) in outstanding mezzanine borrowings
through the film facility. The borrowings were used primarily to finance transaction costs, and interest thereon,
related to the development and closing of the facility. We must comply with a minitnum tangible net worth covenant
and various administrative covenants.In'addition, conditions to the initial funding.of the fifth film to, be produced,, ,
under the film facility, and each film thereafter; are the satisfaction of an interim asset test and foreign pre-sales test,,
as defined in the film facility. We have rﬁaintai,npd compliance with our covenants under the film facility since,its,.. ..
inception. . T T B ST R
P R PO I :?fi. R T ST IRTE P : FEAD SN
. We generate pre-sale proceeds from distributors in the Reserved Territories who buy from us,the righttor.
distribute our films there., As contemplated by the film facility, we intend to use fron-Man’s pre-sale proceeds to.:
fund the production ofithat film. Most of the payments from our foreign distributors, however; are;not due until+: 1,
after production is complete.:In order-to bridge the gap between fron Man’s production and the distributors’ |
payment, we closed a $32.0 million financing on February 27, 2007. The financing was closed through our wheolly-
owned consolidated subsidiary, Iron Works,Productions LLC, and may be used to partially fund the production of
our fron Man feature film. Borrowings under this facility are non-recourse to us and.our affiliates other than with 1,
respect to the collateral pledged to this facility, which consists,of various affiliated film companies’ rights o« ,
distribute the Jron Man film in the territories of AusfrgliafN ew Zealand, Spain, France, Germany and Japan and the, .
contracts that our affiliate, MVL,Prpdug‘:t_iqn‘.s LLC, has entered into with third-party distributors to distribute fron ., .
Man in these territories. , This facility, which.expires on July.25, 2008 or sooner: if an event of default occurs, ., |
consists of $32.0 million in bank dr;:bt'I but contains a $2.5 million interest reserve that will preventus from . -~ |
borrowing the full amount. The rate for borrowings under this facility is the bank’s prime rate or LIBOR plus 1%,
at our election. The facility contains customary event-of-default provisions and covenants regarding our film-related
affiliates, the production of the fron Man movie and our ownership of the intellectual property.underlying the fron .
Man movie. . oo b Ceera T T 4 AN
I P S S e B Y
it At ey ( . oy A e I |
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We maintain a credit facility with HSBC Bank USA, National Association,as;amended, to provide for a
$125 million revolving credit line (this amount decreases to $100 million on'March 31, 2007) with a sub limit for
the issuance of letters of credit. Borrowings under the HSBC Credit Facility may be used by us for working capital
and other general corporate purposes and for repurchases of our common stock. As of December 31, 2006, $0.3
million of letters:of:credit were outstanding, and borrowings under the HSBC Credit Facility aggrepated $17.0
million, which we repaid in January 2007. The HSBC Credit Facility, which expires on March 31, 2008, contains
customary event-of-default provisions and covenants regarding cur.net-worth, leverage ratio, and free cash flow.
The HSBC Credit Facility is secured by.a first priority perfected lien in {a) our accounts receivable, our rights under
the toy license with Hasbro and (c).all of our stock répurchased by us after:November'9, 2005, the date of the HSBC
Credit Facility- Borrowings under the facility bear interest at HSBC’s prime-rate.or, at our choice, at LIBOR-plus-
1.25% per annum. We have maintained compliance with our covenams:under the credit faclllty since its mceptlon

* . con T R Ce e 5 S ‘ ' [ . '

Dunng.the second quarter of 2006 there was an unusually high amount of nonquallﬁed stock option
exercises. These exercises, which generate tax deductions; have.put us:into a federal tax loss position in 2006. Asa
result, in January-2007 we received a refund of estmiated taxes previously paid with'respect to the 2006 year in the
amount of $19.0 million and we expect to'secure ‘an additional $22:5 million refund of tax resulting from the .
carryback of the 2006 year tax loss to offset taxable income in pnor years and a $4.8 million refund of tax resulting
from a carryback of fore1gn tax cred1ts to offset taxes paid in pnor years. . These refunds are expected to be received
n2007. ... . ‘ o R A T '

el Ty Y , .
) aCapltal expendltures by us clurmg the years' ended December 3] 2006 2005 and 2004 were $l6 3 ml“\Oﬂ
343 mllllon and $3.6 million, respectwely ' S Lo :

S ey -

The followmg table sets forth our contractual obligations as of December 31, 2006:

Contractual Obligations . - Payments Due By Period .
Less than . -~ . More Than
(Amounts in thousands) B Total ' ““1Year 1¥3 Years 3-5Years © 5 Years
'Long tterm debt obligitions . § 33200 8 - § " - §  33200*§ -
Capital lease obhganons - : e M_ e -
Operating leasc obligations . 10,459 ;. 2192 . a9l14 3,353 )
Licensed-in toy ro royalty obllgattcns s - .1 I,SOO 500 . 1,000 - ~
Other long-term liabilities reflected on. . S e A
the. reglstrant s balance sheet under .: T o _ . ,
LGAAP . o 1125 - 1,125 - -

Expected pensmn benefit payments 14,393 1,281 . . 2,583 . 2784 . 7745
L'ijgtal ¥ 60,677 3 3973 § 9622 § 39337 § 7,745]

‘».'__ - \ oo e 3 .
ey . ‘ P . 1 b

*Scheduled repayment based on the minimum expected term of the ﬁ]m facility. Such amount may be
repald earller dependmg on the success of theatrical releases under the ﬁ]m facnhty

We believe that our cash and cash equwalents cash flows from operanons the film facility, the HSBC
Credit Facility, the Iron Man facility and other sources of liquidity will be sufficient for us to conduct our business
and repurchase our commeon stock in accordance with such authorizations as may be provided by our Board of
Directors., . - .
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" estimates of sales returns based primarily upon actual returns, planned product discontinuances, and estimated ‘sell-*

, Critical Accounting Policies and Estimates

PRI e , o
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* Management's discussion and analysis of our financial condition and results of operations are based upon- .
our consolidated financial statements, which have been prepared in accordance with accounting principles'generally
accepted in the United States of America. Mariagement reviews the accounting policies it uses in reporting our “rr.
financial results on a regular basis. The preparation of these financial statements requires management:to make
estimates and judgments'that affect the réported amounts of assets, liabilities, revenues-and expenses and related

“disclosure of contingent assets and liabilities. On an ongoing basis, management evaluates its estimates.-

Management estimates include amounts rélated to provisions for returns, other sales allowances and doubtful

"accounts, the realizability of inventories‘, the realizability of goodwill, the reserve for uncollected minimum royalty

guarantees, valuation allowances for deferred income tax assets and reserves for potential tax exposures, -
depreciation and amortization periods for molds, tools and equipment, the recovery of film production costs and
product and package design costs, Fleer,pension plan assumptions, litigation related accruals, character allocation in
computing studio share royalties payable, and forfeiture rates related to employee stock compensation. Management:
bases its'estimates on historical experience and on various other assumptions that are believed to be reasonable
under the circumstances, the results of which form the basis for making judgments about the carrying value of assets
and liabilities that are not readily apparent from other sources. Results may differ from these estimates due to actual-’
outcomes being different from those on‘which management based its assumptions. These estimates and judgments
are reviewed by management on an ongoing basis, and by the Audit Committee at the end of each quarter prior to
the public release of our financial results. Management believes that the following critical accounting policies affect

its more significant judgments and estimates used in the preparation of our consolidated financial statements.
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Revenue Recognition

. Li . Ol
.Merchandise Sales, Sales Returns and Customer Allowances e e

. Merchandise sales, including tijf(’s, trade paperback and hardcover book sales, returnable comic books and
custom publishing, are recorded when title and risk of ownership'havé passed to the buyer. Appropriate provisions
for future returns and other sales allowances are established based upon historical experience, adjusting for current
economic and other factors affecting the customer. We regularly review and revise, when considered necessary, our
4
through at the retail level. No provision for sales returns'is provided when the terms of the underlying sales do not' .
permit the customer to return product to us. Return rates for returnable comic book sales, traditionally sold at +
newsstands and bookstores, are typically higher than those related to trade paperback and hardcover book sales.
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Contic book revenues — non-returnable.and othér . -
. A}

Revenue from the sales of con'jlic books to the direct market, our largest channel of comic book distribution,
is made on a non-returnable basis and are recognized in the period the comic books are made available for sale (on-
sale date established by us). Revenue from ad\_férti§ing in our comic books is recognized in the period that the comic
books are made available for sale. Subscription revenues related to our comic book business are generally collected
in advance for a one-year subscription and are recognized as income on a pro rata basis over the subscription period
as the comic books are delivered.... . |, - o N T . L,
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License Revenues Co o -
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Revenue from licensing our characters is recorded in accordance with guidance provided in Securities and
Exchange Commission Staff Accounting Bulletin No. 104 “Revenue Recognition” (an amendment of Staff
Accounting Bulletin No. 101 “Revenue Recognition™) (“SAB 104”). Under the SAB 104 guidelines, revenue is
recognized when the earnings process is complete. This is considered to have occurred when persuasive evidence of
an agreement between us and the customer exists, when the characters are freely and immediately exploitable by
licensee and we have satisfied our obligations under the agreement, when the amount of revenue is fixed or

determinable and when collection of unpaid revenue amounts is reasonably assured.
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For licenses that contain non-refundable minimum payment obhgauons to us, we recognize such non- .
refundable minimum payments as revenue at the inception of the license, prior to the collection of all amounts ;
ultimately due, provided all the criteria for revenue recognition under SAB 104 have been met. Receivables from ’
licensees due more than one year beyond the balance sheet date are discounted to their present value.

e . . . . v .
et . . . * . . s R . . '

The earnings process is not complete if, among other things, we have significant continuing involvement, we -
have placed restrictions on the licensee’s ability to exploit the rights conveyed under the contract or we owe a ‘
performance obligation to the licensee. In the case where we have significant continuing involvement or where any
restrictions remain on the licensee’s rights (e.g., no sales of products based on a specific character allowed until a
future date), we recognize revenue as the licensee reports its sales and corresponding royalty obligation to us. Where
we have a:performance obligation, minimum royalty payments are not recognized until our performance obligation -
has been satisfied. Minimum payments collected in advance of recognition, or future minimum payments that-are
assured of collection (because of the licensee’s creditworthiness) in advance of recognition, are recorded as deferred,
revenue. In any-case where the licensee’is not sufficiently creditworthy, we recognize revenue only to the extent
that cash is received. If.cumulative earned royalties.exceed the required minimum royalty payments the excess
royalties are recorded as revenue when reported to us by the licensee and.are referred to as ovcrages .

£ [ '
Revenues related to the licensing of animation are recorded in accordance wnth AICPA Statement of
Position 00-2, “Accounting by Producers or Distributors of Films.” Under this Statement of Position, revenue is
recognized when persuasive evidence of a sale or licensing arrangement with a customer exists, when an episode is
delivered in accordance with the terms of the arrangement, when the license period of the arrangement has begun .
and the customer can begin its:exhibition, when thé arrangement fee is fixed or determinable, and when collection of
the arrangemenl fee is-reasonably,assured.. . .. . . . PR o, e
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. Allowance for Doubtful Accounts oy
A : EE L. Y C R 4 . . .. i
cho We,maintain an allowance for doubtful accounts for estimated losses resulting from the inability of our

customers to make required payments. In evaluating the collectibility of accounts receivable, we consider a number
of factors, including the age of the accounts, changes in status of the customers’ financial condition and other
relevant factors. Estimates of uncollectible amounts are revised each period, and changes are recorded in the period
they become known.

Excess and Obsolete [nventory - ;
. ot S . i,

. We write down excess and obsolcte inventory to its estimated realizable value based upon assumptions
about future product demand, cpnsumcr_tgcnds the success of re_]atcd feature films, the e_waﬂabll_:ty of alternate
distribution channels and overall market conditions. If actual product demands, consumer trends and market
conditions are less favorable than those projected by management, additional inventory write-downs could be
required. B o o ¥

: Lt . . or tr

M‘clds and' Tools

Molds and tools are stated at cost less accumulated amortization. We own the molds and tools used in
production of our products by third-party manufacturers. For financial reporting purposes, amortization is computed
using the straight-line method generally over a one to three-year period (the estimated selling life of related ‘
products). On an ongoing basis, we review the useful lives and carrying value of molds and tools based on the sales,
of the related products. If the facts and circumstances suggest a change in useful life of molds and tools related toa » -
certain product, the useful life is adjusted and the remaining unamortized cost is amortized over the adjusted life.

Product and Package Design Costs
Product and package design costs are stated at cost less accumulated amortization, We capitalize costs
related to product and package design when such products are determined to be commercially acceptable. Product

design costs include costs refating to the preparation of precise detailed mechanical drawings and the production of
sculptings and other handcrafted models from which molds and dies are made. Package design costs include costs
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for the Costs of Computer Software Developed or Obtamed for Internal Use.”

i
i
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relating to art work,: :modeling and printing separations used in the productlon of packaging. For financial’ reportmg
purposes, amortization of product'and package design is computed using.the straxght line method generally over a!
one to three-year period (the estimated sellirig lifé of related products). On an ongoing basis, we review the useful...
lives and carrying value of product and package design costs based on the sales of the'related products: If the. facts ¥
and circumstances suggest a change in useful life of product and package design costs related to a certain product,

the useful life is adjusted and the remammg unamortized cost is amortized over the adjusted life. ;«.ev
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Fixed assets are stated at cost les$ accumulated depreciation and amortization. For financial reporting 7.
purposes, depreciation and amortization’is computed-using the’ stralght -line method generally over a three'to fivet *#
year ‘life for furniture and fixtures and ofﬁce equipment; and over the shorter of the life of the underlying’ lease or !
estimated useful life for leasehold 1mprovements Expendltures for.major.software purchases and software.” v "«
developed for internal use are capitalized and depreciated using the straight-line:method over the estimated usefulv
lives of the related assets; whichis genérally'3 years. For software déveloped for internal use, all external direct” '
costs for materials and‘services are capltallzed in accordance with Statement of Position (SOP) 98-1; “Accounting’ -
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"+ We capitalize filthproduction costs in accordance wnth the provisions of Statement of’ Posmon 00-2;0"
“Accounting by Prodiicers ‘of Distributors‘of Films” (“SOP 00-2"). Direct film productlon costs‘includerall direct s
production and financing costs, capitalized interest and production overhead. Production overhead, a’component of.
film production costs, includes allocable costs, including salaries and benefits (including stock compensation), of
individuals with exclusive or mgmﬁcantlresponmblhty for the production:of our films.*'We are also working on
concept development and pre-production for several new motion picture projects, the costs of which, primarily
salaries and-script development, are capltahzed as film costs in accordance with SOP-00-2: In the event a film is not

set for production within three years from 'the time of the first capitalized transaction, ail such costs.will be< ~
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Goodwill e it et

We have significant goodwill on our balance sheet, which resuited froim thé acquisition of Maivel
Entertainment Group, Inc. in 1998, We assess the fair value-and recoverablhty of our long— ived assets, including
goodwill, whenever events and olrcumstances indicate the carrying value of an'asset may fiot be recoverab]e from
estimated future cash flows expected to result from its use-and everitual dispdsition. In dding’so, we “make’ et

_ assumptions and estimates regarding futiife cash flows and other factors to miake our determination: The fait valié -

of our long-lived assets and goodwill‘is dépendént tipon the forecasted performance of our businéss; changes i in- the "
media and entertainment industry and the overall economic environment. When we determine that the carrying:' -1~
value of our goodwill may not be recoverable we measure any impairment based upon a forecasted dlscounted cash
flow method. !

[
i
1

: Estimated fair value is typlcally fess than.values basédon undlscounted operatmg earnings'because fair
valie estimatesinclude a discount factor invaluing future cash flows. Theréare many assumptions and estimates -
underlying the determination of an impairment loss. Another estimate using different;‘but still reasonable, .
assumptions could produce a significantly different result. Therefore, impairment losses could be recorded i in the
future. Our assets are tested and reviewed for 1mpa1rment on an ongomg basis under the’ estabhshed accounting -
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Licensed-in Toy Royalties ) R T ISR

i L We enter into licensing agreements for the right to use third-party intellectual property in our-Toy segment
operations, which often'contain minimum royalty payment obligations. Prepdid minimum royalty obligations are *
expensed based on-sales of related products. The realizability of prepaid minimum royalties is evaluatéd by us -
based on the projected sales'df the related products.: We record impairment losses on prepaid' minimum royaltles
whén events and circumstanceés indicate that the royalty appllcable to forecasted sales will not be sufficient to. ’ -‘,
recover the prepard mmrmum royalty T Tt T N TN )l ;o
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' Studio‘Share of Royalties P ' T T
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We share merchandise licensing revenues with movie studio licensees for Marvel characters portrayed in

theatrical releases. ' Typically, the studio is paid up to 50% of the total license income derived from licensing for a
specific character; in most cases net of a distribution fee fetained by us, and in some instances with some it
adjustments for characters that have génerated sales pr1or to the theatrical release In accountmg for-amounts payable
to studios under multi-character licensing agreements, We make an mmal estinate of how minimim guarantees: )
recogmzed as revenue wrll be shared 'among the various studlos e ‘ cant bt HO
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We entered into the Joint Venture with Sony Pictures to pursue licensing opportunities relating to
chardctérs based upon movies or television shows featuring Splder-Man and produced by Sony Plctures ‘The
operations of the Joint Venturé are included in our Licensing segment.’ -+ .- R
B e
Prior to April 1, 2004, we accounted for our interest in the activity of the Joint Venture under the equity
method. ‘Effective’ Apnl 2004, the operanons of the Jomt Venture have been consolidated in our accompanymg
f'nancmlstatements RESTR Ao e A T T S TP Coue L TS .
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In"May 2004 ‘Sony Pictures and Marvel settled various disputed matters and Marvel‘assurhed control of all*
significant: demsmns relating to thé ordinary’ course of business of the Joint Venture. In addition, the distribution of - |
net receipts of the Joint Venture-was altered éffective April 1, 2004, such that we receive niore than 50% of the cash’ i
generated from the Joint Venture. Consequently; effective April 1, 2004; thé operations of the Joint-Venture have'
been included in our consolidated financial statements, including revenues-of $4.1 ‘million for the year ended’ ! by ,
Decéthber3 1, 2006; revenues of $24.7 million for the year ended December:31; 2005 and revenues of$67.5 million’ '
for thié period-from April ,.2004 thiough' December 31, 2004. The Joint Veénture distributes tous and to Sony -2
Pictiirés all cash recerved proportionate to each party’s interest, on a quarterly basis. At December 31, 2006 and 1
2005, advances t6'joint ventuie partner of $8.5 million‘and $3.5 million, respectlvely, in-the accompanying * ~ "«

Consolidated Balance-Sheet reflects distributions made to Sony Pictures in connection with ¢ash received by the -

Joint Venture from minimum royalty advances on licensing contracts for which the Joint Venture has not yet v«
recognized revenue and earnings thereon. These advances are classified as current or non-current consistent with the
classification of deferred revenue related to such advances, which'is, based.on when the underlymg deferred revenue
is scheduled to be recogmzed o ST ot S roe on
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4 In September 2006 the FASB 1ssued SFAS No 158, Employers’ Accountmg for Defined Beneﬁt Pension
and Other Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106 and 132(R)” (“SFAS’ 158”)
SFAS 158 requires an employer to recogmze the overfunded or underfundéd’status of a defined bénefit -+ * - "
postretirement plan as an asset or liability in its statement of financial position and recognize changes in the funded
status in the year in which the changes occur. We adopted SFAS 158 in the fourth quarter of 2006. The impact of*
this adoption was minimal as a result of our already reporting our unfunded obligation related to the Fleer/Skybox
Plan (as defined in Note 11), a frozen plan, as a liability in the statement of financial position.
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Accounting for Stock-Based (depensation - ,

Effective January 1, 2006, we adopted the provisions SFAS No. 123(R) “Share-Based Payment” (“SFAS
123R”),-which establishes accounting for equity instruments exchanged for employee services. Under the provisions
of SFAS 123R, share-based compensation cost is measured at the grant date, based on the calculated fair value of ..
the award, and is recognized as an expense over the employee’s requisite service period (generally the vesting
period of the equity grant). SFAS No. 123R also requires the related excess tax benefit received upon exercise of -
stock options or vesting of restricted stock, if any, to be reflected in the statement of cash flows as a financing
activity rather than an operating activity. In connection with the implementation of SFAS No. 123R, we elected the
short-cut method in determining our additional paid-in capital pool of windfall benefits and the graded vesting

_ method to amortize compensation expense over the service period.

) Prior to January 1, 2006, the \’l_ve accounted for share-based compensation to employees in accordance with
Accounting Principles Board Opinion No. 25, (“APB 25”) “Accounting for Stock Issued to Employees,” and related-
interpretations. We also followed the dis¢losure requirements of SFAS 123, “Accounting for, Stock-Based
Compensation”, as amended by SFAS 148, “Accounting for Stock-Based Compensation - Transitionand - .

" Disclosure”. We elected to adopt the m{'odiﬁed prospective transition method as provided by SFAS 123R and,
accordingly, financial statement amounts for the prior periods presented in this Form 10-K have not been restated to
reflect the fair value method of expensing share-based compensation. SFAS 123R requires entities to estimate the
number of forfeitures expected to occur z'ind record expense based upon the number of awards expected to vest.

i
'

. - i -' i . B " ’ " -
Prior to adoption, we accounted for forfeitures as they occurred as permitted under previous accounting
standards. The cumulative effect of adopting the change in estimating forfeitures was not material to our results of
operations for 2006, . :

I
M
Lo

Upon adoption of SFAS 123R, ‘we commenced recognizing, ovér the remaining requisite service period, the
compensation expense associated with the unvested portion of previously granted stock option awards that remained
outstanding as of January 1, 2006, in our accompanying Condensed Consolidated Statement of Operations for the
year ended December 31, 2006. Therefhave been no stock option awards issued during 2005 or 2006. During the
year ended December 31, 2006, we recognized $5.9 million of compensation expense, associated with stock options,
which was classified in selling, general and administrative expense. The charge for the year ended December 31,
2006, net of income tax benefit of $2.3, million, has reduced basic and diluted earnings per share by $0.04 In
addition, prior to the adoption of SFAS 123R, we-presented the tax benefit of stock-based awards as operating cash -
flows. Upon the adoption of SFAS 123R, tax benefits resulting from tax deductions in excess of the.compensation
cost recognized for stock-based awards are classified as financing cash flows. The tax benefit to be realized from |
stock-based compensation totals $64.8 million and $7.4 million for the years ended December 31, 2006 and 2005,
respectively. In accordance with the provisions of SFAS 123R, on January 1, 2006, we reclassified $6.2 million of
deferred stock compensation to additional paid-in capital in the accompanying condensed consolidated balance
sheet, : . . . ) .

) Consistent with our valuation method for the disclosure-only provisions of SFAS 123, we are using the .
Black-Scholes option pricing model to value the compensation expense associated with our stock option awards
under SFAS 123R. In addition, we estimate forfeitures when recognizing compensation expense associated with our
stock options, and we will adjust our "estimate of forfeitures when they are expected to differ. For the year ended
December 31, 2006, forfeitures are estimated to not be material. Key input assumptions used to estimate the fair
value of stock options include the market value of the underlying shares at the date of grant, the exercise price of the
award, the expected option term, the expected volatility of our stock over the option’s expected term, the risk-free .
interest rate over the option’s expected term, and our expected annual dividend yield.

;'{} ) -
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The total remaining unrecognized compensation cost related to nonvesied stock optien awards was
$2.3 mtll1on as of Iecember 31, 2006, Wthh is all expected to be recognized in 2007 N .
a S L i . . v yoo ]
T The follomng table illustrates the effects on net income and eamings per share for years ended December
31, 2005 -and 2004, .as if we had applied the fair value recognition prov:snons of SFAS 123 to share- based employee

awards ' . v .

S . . ) .z« -. Years Ended December 31,
’ ‘ 2005 2004

* (I thousdnds, except per share data)
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The fair value for each option granted under the stock option-plans was estimated at the date of grant under
a Black-Schales option pnemg model. There were no options granted during 2005 or 2006. The Black- Scholes '
option pricing model was developed for use in estimating the fair value of fraded options which have no vesting -
restrictions and are fully transferable. In addition, the option valuation model requires the input of highly subjective
assumptions. Because our employee stock options have characteristics significantly different from those of traded
opttons and because changes in the subjective input assumptions can materially affect the fair value estiimate, in-
management's opinion, the ex1stmg ‘model does not neeessarlly prov1de a reliable measure of the fair value of our

employee stock opttons -

Commitments and Contingencies

" We are involved in various legal proceedings and claims incident to the normal conduct of our busmess
Although it is mposmble to predlct the outcome of any outstanding legal proceeding and there can be'no such
assurances, we believe that our legal proceedings and claims, individuallyand i in the aggregate, are not l:kely to"
have a matenat adverse effect on our financial eondttton resulis of operanons or cash flows. -

. . -

We regularly evaluate our litigation claims to provide assurance that all losses and disclosures are provided
for in accordance with SFAS No. 5 “Accounting for Contingencies” (“SFAS 57), Our evaluation of legal matters
involves considerable Judgmem of management. We engage internal and outside legal counsel to asslst in'the
evaliiation of these matters. Accruals for estlmated losscs, if any, are determmed in accordance w1th the gmdance h ‘
prowded by SFAS 5 ' S -

[ . ’ .
Ineome Taxes : N
fo = B . ' . : o ' BT
We use the liability method of accounting for income taxes. Under this method, deferred 1ax assets and
liabilities are determined based on differences between financial reporting and the tax bases of ‘assets and hablht:es
and are measured using tax rates and laws that are scheduled to be in effect when the differences are scheduled to

ICVCI.‘SC

Income tax expense includes U).S, federal, state and local, and foreign income taxes, including U.S. federal
taxes on undistributed earnings of foreign subsidiaries to the extent that such earnings are planned to be remilted.

- 41




We maintain a liability for contingencies associated with known issues under discussion with tax.
authorities and transactions yet to be settled based upon our best estimate of the potential outcome. Liabitities for. -
known tax contingencies are recorded when, in the judgment of management, it is probable that a liability has been
incurred. Such liabilities are reviewed and adjusted accordingly in light of changing facts and circumstances, which
may result in favorable or unfavorable.adjustments to our estimated tax labilities in the future based on stahite or .. -
resolution through the normal tax audit process. oo

We are not responsible for the income taxes related to the minority share of the Joint Venture income, and
as such, our tax provision has been rediced for the benefit associated with the minority share of the Joint Venture
income, which lowers our cffective tax rate. The impact of this reduction on our effective tax rate is greater in
periods when the operating results of thé Joint Venture are higher and lesser in periods when the operating results of
the Joint Venture are lower. o o L

T e - 1
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We consider future taxable income and potential tax planning strategies in assessing the potential need for
valuation allowance against deferred tax assets. If actual results differ from estimates or if we adjust these
assumptions in the future, we may need to adjust our deferred tax assets or liabilities, which could impact our
effective tax rate. , e ’

Recent Accounting Pronouncements '
In July 2006, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement No. 109" (“FIN 48™), which
clarifies the accounting for uncertainty in.income tax positions. The validity of any tax position is a matter of tax
law, and generally there is no controversy about recognizing the benefit of a tax position in a company’s financial
statements when the degree of confidence is high that the tax position will be sustained upon examination by a
taxing authority. However, tax law is subject to varied interpretation, and whgther,:'a tax position will ultimately be .
sustained may be uncertain. FIN 48 requires the Company to recognize in its consolidated financial statements the
impact of a tax position that is more likely than not to be sustained upon examination based on the technical merits .
of the position. In addition, FIN 48 requires interest to be recognized on the full amount of deferred benefits for,,; .
uncertain tax positions. The provisions of FIN 48 will be effective for Marve! beginning in 2007, with'the o
cumulative effect of the change in accounting principle recorded as an adjustment to opening retained eamnings (as .
of January 1, 2007). Upon adoption, we estimate that a cumulative effect adjustment of not more than $25 ryﬁl[ion,;
will be charged to our retained carnings to increase reserves for uncertain tax positions and related accrued interest.
This estimate is subject to revision as we complete our analysis. - . .

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”, (“SFAS 157”). SFAS
157 defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles
and expands disclosures about fair value ‘measurements. SFAS 157 is effective for financial statements issued for. )
fiscal years beginning after November 15, 2007 (our fiscal year beginning January 1, 2008), and interim periods.
within those fiscal years. We are currently evaluating the effect of this Statement on our consolidated financial '
statements. ‘ R .

. p - < . R
[n September 2006, the Securities and Exchange Commission (SEC™) issued Staff Accounting Buile_tiﬁ'(“SAB_",’) .
. No. 108, “Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year, ,
Financial Statements.” SAB 108 provides guidance on the consideration of effects of the prior year misstatements, in,
quantifying current year misstatements for the purpose of a materiality assessment. The SEC staff believes ’
registrants must quantify errors using both a balance sheet and income statement approach and evaluate wl;lether
either approach results in quantifying a misstatement that, when all relevant quantitative and qualitative factors are
considered, is material. SAB 108 is effective for the first annual period ending after November 13, 2006. We
adopted SAB 108 in the fourth quane'r“q'f 2006. The adoption did not have any impact on our, cpﬁsplidated financial
statements. 1 . e el . "
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES!ABOUT.MARKET:RISK¢rs.

We have operations in Hong-Kong and we also have,an office in. London, Engiland. In the normal course of
busmess these operations are exposed 1o ﬂuctuatlons in currency, values. Management believes that the 1mpact of
currency fhictuations do not represent 51gmf lcant nsk in the context of our current mtematlonal operatlons We do
not generally enter intd derivative financial‘instfuments it thé ndrial cotlirse Of business to mitigate our risk in” " "
connection with fluctuations in currency value, nor are such instruments used for speculatwe purposes. Some of our
mtemat:onal licensés are deniominated-ifi‘other currencres "‘Which' subjects us to addmonal currénéy fluctuation risks.
In connectlon with'iir filin faéility,"we entéred’ mto an mterest rate cap 't cover approxtmately 80% of t the: notlonal“
ainount 6f anticipated borrowings undef this facility, to mitigate our €xposuré 10 nsmg interest ratés: based’ o 1
LIBOR. We do not generally enter into any other types of detivative financial instruments in the noriiial coufsé'of- tr
business to mitigate our mlerest rate risk, nor are such instruments used for speculatwe purposes.
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Additicnal informatlon relating to our outstandmg fifidfcial instrurnenits is ifclided'in Tem 75 7 =%
Management’s Dlscussmn and Analy51s of Financial Condition and Results of Operatlons
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! “The firancial statefiéfits required by this iterr; the reporis of the indépendéiit-auditrs on those financial ‘™
statements and the related required financial statement schedule appear on pages F-2 and following, See the =7
accompanying Index to Financial Statements and Financial Statement Schedule on page F-1. The supplementary
financial data required by Item 302 of Regulation S=K-appears-in Note'14 to the December 31,:2006 Consclidated
Finachz}l,Statemenrsl.: L
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AND FINANCIAL DISCLOSURE St SR SRR
O B T TP SR L e T R DI I Y T PR TRt | PR Lo A P L FRTIN
Notapplicables:  » ;.- o e Jo et LT L de s i i e prtoen, 0 el
ST %) CER LAY VLY S oA R
ITEM 9A. CONTROLS AND PROCEDURES .
UVARIFR AN DR S LS L P R U
Disclosure Controls and Procedures |
anrd, [ S Y L F Y .-'._"r shoele? : ESNTIR IR COLNE O e L S AN VLA AN LAUE RN !

Marvel’s management has evaluated, with the part1c1pat10n of Marvel’s chief executive officer and:chief .
financial officer, the effectiveness of our disclosure controls and procedures as of the end of 2006, the fiscal year
covered by this report. Based on that evaluation, our chief executive officer and chief financial officer have
concluded that those controls and procedures were effective at the end of 2006.
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Internal Control Over Financial Rep(frt'ing . ‘i~

Management's Annual Report on'Internal Control Over Financial Reporting -
(1) Marvel’s management is n?séqnsible for establishing and 'rnainta_i'qing,ade(quate intemal‘control over
financial reporting for Marvel, as that term is defined in Rule 13a-15(f) under the Securities Exchange Act of 1934,

(2) The framework used by mgnagemcnt to evaluate the effectiveh_cssg 6f our internal control over financial
reporting as required by paragraph (c) of Rule 13a-15 under the Securities Exchange Act of 1934 is the framework
described in /nternal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the

1
. . B . . 1

Treadway Commission. . .. [} _
' Lot S ; ,‘.'-".‘- . - - ‘ . L .
(3) Marvel management’s assés'sment is that our internal control over financial reporting was effective as
of the end of 2006, the fiscal year covered by this report. :
. P . , e e [ ’ i EEPEE . ot . ot I A
(4) PricewaterhouseCoopers LLP, the independent registered public accounting firm that audited the
consolidated financial statements included in this annual report, has also audited management’s assessment of the |
effectiveness of our internal control over financial reporting as of December 31, 2006, and the effectiveness of our
internal control over financial reporting as of December 31, 2006, as stated in their report included in this annual
report. . ‘ | ) ; v ‘
) 1 1 ! [ - . ’ D - ‘. !

f A . <y «
Attestation Report of the Registered Public Accounting Firm .,

The report of PricewaterhouseCénopers LLP referred to immediately above is provided on page F-2 below.

b
. - o . .
. . +

Changes in Internal Controls b\'}ér Financial Reportihg - -

There were no changes in our intemal control over financial reporting identified by Marvel that occurred
during the fourth quarter of 2006 that have materially affected, or are reasonably likely to materially affect, our
internal control over financial reporting.
ITEM 9B. OTHER INFORMATION

i ' o - '

On February 27, 2007, we engéfed into a technical amendment of the film facility documents. See Exhibit

10.26 hereto, . . . ' S e ’
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PART-HI .-"* 42

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

B M RS TS A B S o

The mformatlon reqmred by Item 10 18 mcorporated in thlS annual report by reference to the mformatlon
appeanng under the captions “Governance of the Company,” “Executive Officers” and “Section. 16(a) Beneficial
Ownership Reporting Compliance™ in our definitive proxy statement, which we intend to file not later than Apnl 30,

2007, with the Securities and Exchange Commission. - ., T P R
A ; ! t P i St W | e . : Il
ITEM 11 EXECUTIVE COMPENSATION
L .., PERRIE T I A S ml T i . * ’ '

7 The 1nf0rmat10n requlrcd by Item 11 is 1nc0rp0rated in this annual report by refercnce to, the 1nformat10n
-appearing under the caption “Executive Compensation”™ in our definitive proxy statement, which we intend to file

: not later than ApnI 30, 2007, with the Securities.and Exchange Commlssmn R TR S

TR )i‘l AR .-,‘,“A:.

ITEM IZ e SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS e T T I UL

.. ,The-information required by Item 12 is.incorporated in this annual report by reference to-the information
appearing under the caption “Security Ownership of Certain Beneficial Owners and Management and Related
- Stockholder Matters”™ in:our. definitive proxy statement, which we intend to file not later than Aprll 30, 2007 wrth

the Securities and Exchange Commission. i S
ITEM13.:- . 'CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECT()R
INDEPENDENCE PN P o f R

LT . Vo - - . L oA ) .
st ‘,.J_ .r . AR : [y ' o p S . Y L L

The information required by Item 13 is mcorporatcd in this annual report by reference to the information
appearing under the caption “Certain Relationships and Related Transactions™ and “Governance of the Company™ i
our definitive proxy statement, which we intend to.file not later than April. 30, 2007, with the Securities and !
Exchange Commission.

i

. PR "
] L

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES
I AR 3 oLl v A Tyt
.'The information rcqu1red by Itern 14 is mcorporated in this‘annual report by reference to the' information
appeanng under the caption “Independent Registered Public Accounting Firm” in.our definitive proxy statement,
whlch we intend to file not later than April 30 2007, w1th the Securities and Exchange Comrmssmn

e B . AP i veoT o
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PART IV T T e e LD
P T i Ml iyl - Tl LT ’ N
-ITEM15, EXHIBITS AND F INANCIAL STATEMENT: SCHEDULES Lo
ey, Tyt I ch
All financial statements and financial statement schedules ﬁled with thls report are hstcd on page F-1. All

requ:red exhibits are listed on the Exhibit Index 1mmcd1ately below. "aree ittt SRR B A o
LI ISP | P e I N N ] .3 . e TR N .
e r o g Y e e Y T L A L T
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- EXHIBIT INDEX
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Exhibit No.

A

R R AN ';}‘ R R A DAL PP L A P Y JiiF A

3() Restated Certificate of Incorporethon. (Incorporated by reference to Exhibit 3(i) of the Company’s Current.
- " Répott on Form 8-K: dated Februaty 23, 2006 and filed with the Securities and Exchange Cottimission on

.. March 172006.) -+ 7 v i 5‘ Moo T Aoty e et bt oliaenGh

T AL SN U B Y N Rt DRI LR S I S S O TR0

3(ii) Amended and Restated Bylaws, as amended through the daté hereof. {Incorporatéd by refefencé 1o -T';:L'E

Exhibit 3(ii) of the Company's A%n“nual Report on Form 10-K for the year ended December 31, 2003.)
i : . Boal v

. : Ry Ll e
R vEOIATE

e

4.1 Article V of the Restated Certiﬁ‘caite of Incorporation (see Exhibit 3(i), above), defining the rights of holders
+» 6f" Comimion Stack. -1, T g o2 Covenzas - Tronodne e e v arend’
S T T O S 1 A TR AR T Vosones s Tugnbar goiaidrs
42 Rights Agreement, dated as of August 2272000, between-thé Company and ‘Atnerican Stock. Trénsfer & Tiust
Company as Rights Agent, deﬁ@iﬁg the rights of holders of Preferred Share Purchase Rights. (Incorporated
s ¥.7 by reference to Exhibit 4.2 of the Company's Cutrent.Réport on Form 8-K: dated August 22, 2000 andfiled 't
with the Securities and Exchange Comgmission on Septemiber'12; 2000.) Tt 7 s H TG ATAIAR LV A
43 ... Amendmént to-Rights Agreement; dated as.of November-30; 2001;:by and between the Company and
'y American. Stock Transfer & Trust Company as Rights Agent: (Incorporated by reference to Exhibit-10.9%f
i3+ the Company's Current'Report E{n;Form1 8-K dated and filed with the Securities and Exchange'Commission-on
' December 4, 2001.) 1 ' - R o TR IR TR R T
4.4 . ‘Amenidment No. 2 to Rights ‘Agreement, dated a5 'of October.7, 2002; by and between the Company and. .
American Stock Transfer & Trust Company as Rights Agent. (Incorporated by reference to Exhibit.1031%of
the Company's Current Report on'Form 8-K dated October 4, 2002 and filed with the Securities and Exchange
.+ .Commission on'October 7;2002.), 1.7 <14t S A e T T r e i
R T R TN CIIU IR B PR R R A S A EAPE A0 A TR R U A AR AT O

10.1 1998 Stock Inicentive'Plan, s amended. (Filedherewith:)*, "<« = ot el o ” e Y A Ty

10.2 2005 Stock Incentive Plan, as amended. (Filed herewith,)*

' N AN N R R AT T LI I
10.3 Form of Stock Option Agrecme’ilt under the 2005 Stock Incentive Plan. (Incorporated by reference to
1 Extiibit,10.2 of the.Company's-Current Report on Form 8-K dated and filed with the Securities and Exchange
i - Commission omMay,d;:2005.)%, | oyl L cees 0 BEALRSLOT D gty el et
CrRzefe ae LTy b Sipae e nrond v U 7 g vt o aned T
10.4 Form of Restricted Stock Agreement under the 2005 Stock Incentive Plan. (Incorporated by reference to -
Exhibit 10.3 of the Company's Current Report on Form 8-K dated and filed with the Securities and Exchange

Commission on May 4, 2{)05.)";I ' P

10.5 Form of Performance-Based Réstricted Stock Agreement under the 2005 Stock Incentive Plan. (Incorporated

by reference to Exhibit 10.4 of the Company's Current Report on Form 8-K dated ang filed with the Securities

and Exchange Commission on May 4, 2005.)* :
TR PRI SC I B L N R AT f

. - ot - Do Bt A a e ;
10.6 Form of Performance-Based Phantom Stock Agreement-under the Company's 2005, Stock Incentive:Plan,,

(Incorporated by reference to E}d_iibit 10.2 of the Company’s Quarterly Report on Form 10-Q for the quarter
ended September 30, 2005 and filed with the Securities and Exchange Commission on November 9, 2005.)
)

10.7 2005 Cash Incentive Compensz;tibn Plan, as amended. {Filed herewith.)*
10.8 Form of Performance-Based Award Letter under the Company‘s 2005 Cash Incentive Plan. (Incorporated by

reference to Exhibit 10.3 of the Company’s Quarterly Report on Form 10-Q for the quarter ended September
30, 2005 and filed with the Securities and Exchange Commission on November 9, 2005.)
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10.9 Nonqualified Stock Option Agreement, dated as of November 30, 2001, by and between the Company and |
Isaac Perlmutter. (Incorporated by reference to Exhibit 10.7 to the Company’s Current Report'on Form 8-K
~dated and filed wnh the Securities and Exchange Commtssxon on December 4, 2001 Yoo 1

10.10 Registration Rights Agreement dated as of October 1, 1998 by and among the Company, Dickstein & Co.,
# ..+ . L.P., Dickstein'Focus Fund L.P., Dickstein lnternatlonal -Limited, Elyssa Dickstein, Jeffrey Schwarz and
""Alan Cooper as Trustees U/T /AJ‘D 12/27/88, Mark Dickstein, Grantor, Mark Dickstein and Elyssa Dickstein,
* % :as Trustees of the Mark and Elyssa Dickstein Foundation, Elyssa Dickstein, Object Trading Corp.,
Whippoorwill/Marvel Obligations Trust = 1997, and Whippoorwill Associates, Incorporated. (Incorporated
by reference to Exhibit 99.5 to the Company's Current Repon on Form 8- K/A dated and f led with the

-
N .

P AL Secuntles and Exchange Commission on October 16, 1998} "~ S . : ! N
Yoo voLnT gy o o ")

10.1 l .‘ Regtstratlon nghts Agreement, dated as of December 8, 1998 by and among the Company, Marvel
Entertainment Group, Inc., Avi Arad, Isaac Perlmutter, Isaac Perlmutter T.A., The Laura & Isaac Perlmutter
Foundation Inc., and Zib Inc (Incorporated by reference to Exhibit 10.4 of the Company 8 Annual Report on
'Form IO-thor the year ended December 31, 1998 Yoo S ek AN

e 3 . ", , . ;
10.12 -« Warrant Shares Regtstratlon nght Agreement dated as'of November 30, 2001 by. and between the Company
1. and l5aac Perlmutter. (Incorporated by reference to Exhibit 0.5 to the Company’s Current Report on Form
8-K dated and filed with the Securities and Exchange Commission on December 4, 2001)) - :

10.13} " Agreement of Sublease dated as of August 5, 2004, by and between CIBC World.Markets Corp. and the *~ U4’
"... Comipany. (Incorporated by referénce to Exhibit 10.16 of the Company’s Annual Report.on Form 10-K for
i ;a0 thedfiscal year ended December 31 2004 and filed with the Secuntles and Exchange Commlssmn on March 9,
2005)\... L b _ e

10.14 " Amendment to' Agreement of Sublease dated-as of February 17, 2005, by and between CIBC World Markéts:
- Corp. and the Company. (Incorporated by reference to Exhibit 10.17 of the Company’s:Annual Report on
‘Form 10-K-for the fiscal year ended December 31, 2004 and filed with the Securities and Exchange
@, nCommission on March 9,/2005.) - .. TR

1015 Lease Agreement, dated as of February 15, 2005, by and between 417 Fifth Avenue LLC and the Company
(Incorporated by reference to Exhibit 10.18 of the Company’s Annual Report on Form 10-K for the fiscal - ./
.1 year ended December 31, 2004 and filed w:th the Secannes and Exchange Commission on March 9 2005. )
[ I - )
10.16 Letter of Termination dated August 4, 2005 between HSBC Bank USA, N A. and the Company.
‘. * (Incorporated by reference to Exhibit 10.9 of the Company's Current Report on' Form 8-K dated and filed with
%1 hthe'Securities and Exchange Commlssmn on September 6, 2005. ) T
Froro : - .
10.17 Credit Agreement dated as of November 9,.2005 among Marvel Entertamment Inc and HSBC Bank USA,
National Association. (Incorporated by reference to Exhibit 10.5 of the Company’s Quarterly Report on
1+ Form 10-Q for the quarter ended September 30 2005 and filed with the Secuntles and Exchange Commission

"t on November9, 2005.) . - s ST

I I TR TN ST S SO i ' . T . - sl

10.18 Amendment No. | and Reafﬁrmanon Agreement dated as of January 18, 2006 to Credit” Agreement datedas
of November 9, 2005, among the Company and HSBC Bank USA, National Association. (Incorporated by
""" reference to Exhibit 10.3 of the Company's Quarterly Report on Form 10-Q for the quarter ended June 30;
'+ 22006 and filed with the Securities and Exchangc Commlssron on August 8, 2006 ) ’ :
10.19 Amendment No. 2 and Reaffirmation Agreement dated as of June 28, 2006 to Credrt Agreement dated as of
vy November 9, 2005, among the Company and HSBC Bank USA,; National Association. (Incorporated by i
- w0+ b reference to' Exhibit 10.4 of the Company's Quarterly Report on Form 10-Q for the quarter ended June 30,
2006°and filed with the Securities and Exchange Commission on August 8;.2006:)
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10.20

1021

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

Amendment No. 3 and Reaffirmation Agreement dated as of June 30, 2006 to Credit Agreement dated as of
November 9, 2005; among the Company and HSBC Bank USA, National Association. (Iricorporated by
reference to Exhibit 10.5 of the Company's Quarterly Report on Form 10-Q for the quarter. ended June 30,
2006 and filed with the Securitiés and Exchange Commission on August 8, 2006.}

' - - ' . R N ' Thow : [ .

Pledge and Security Agreement; dated as of November 9, 2005, by Marvel Entertainment, +Inc. and Marvel
Characters, - Inc. in favor of HSBC Bank USA, National Association. (Incorporated by reference to Exhibit

10.6 of the Company’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2005 and filed

. with the Securities and Exchange Commission on November 9, 2005.) C

Guaranty, dated as of November 9, 2005 by Marvel Characters, Inc. in favor-of and for the benefit of HSBC
Bank USA, National Association. (Incorporated by reference to Exhibit 10.7 of the Company’s Quarterly
Report on Form '10-Q for the quarter ended September 30, 2005 and filed with the Securities and Exchange
Commission on November 9, 2005.) .- : - ‘ R .

Credit and Security Agreement, dated as of August 31, 2005, by and among MVL Film Finance LLC, as
Borrower, the Financial Institutions and Conduit Lenders identified therein, as Lenders, HSBC Bank USA,
National Association, as the Collateral Agent and General Electric-Capital Corporation, as‘Administrative .
Agent. (Incorporated by reference to Exhibit 10.1 of-the Company's Current Report on Form 8-K dated and
filed with the Securities and Exchange Commission ‘on September 6, 2005.) L

- Insurance and Indemnity Agreément, dated as of August 31, 2005, by and between the Company, MVL Film

Finance LLC, MVL Productions LLC, MVL Rights LLC, Marvel Studios, Inc., the Collateral-Agent and

. Ambac Assurance Corporation. (Incorporated by reference to Exhibit 10.2 of the Company/s:Current Report

on Form 8-K dated and filed with the Securities and Exchange Commission on September 6, 2005.)

Amendment No. 1 dated as of Septeriber 29, 2006 to Transaction Documents by and among MVL Film

. Finance LLC, MVL Productioris LLC, Marvel Studios, Inc., Marve) Characters,.lnc.,.MVL Rights LLC,

Ambac Assurance Corporationjand HSBC Bank USA, National Association. {Incorporated by reference to
Exhibit 10.1 of the Company's Current Report on Form 8-K dated September 29, 2006 and filed with the
Securities and Exchange Commission on October 5, 2006.)

l +

- Amendment No. 2 dated as of February 21, 2007 to Transaction Documents by and among MVL Film

Finance LLC, MVL Productions LLC, Marvel Studios; inc., Marvel Characters, Inc., MVL Rights LLC,
Ambac Assurance Corporation and HSBC Bank USA, National Association. (Filed herewith.) -

Amended and Restated Studio Distribution Agreement, dated as of August31, 20035, by, and between MVL
Productions LLC and Paramount Pictures Corporation. (Incorporated by reference to Exhibit 10.1 of the
Company’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2005 and filed with the
Securities and Exchange Comrnission on November 9, 2005} : Vi
Master Development and Distribution Agreement, dated as of August 31, 2005, by and among MVL Film
Finance LLC, MVL Productions LLC and Marve] Studios, Inc. (Incorporated by-reference to Exhibit 10.3 of
the Company's Current Report on Form 8-K dated and filed with the Securities and Exchange Commission on
September 6,2005.) .° R . ‘ U :

Lot
4 +

Assignment Agreement, dated as of August 31, 2005, by and between Marvel Characters, Inc. and MVL
Rights LLC. (Incorporated by reference to Exhibit 10.4 of the Company's Current Report on Form 8-K dated
and filed with the Securities and Exchange Commission on September 6, 2005.)

Exclusive Cross License Agreement, dated as of August 31, 2003, by and between MVL Rights LLC and
MVL Film Finance LLC. (Incorporated by reference to Exhibit 10.5 of the Company's Current Report on
Form 8-K dated and filed will{ the Securities and Exchange Commission on September 6, 2005.)
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10.31. .

10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.3¢ ..

10.40

10.41

10.42

- .dated and filed with the Securities and Exchange Commtssron on September 6,,2005.)

Letter Agreement dated as of August 31, 2005 by Marvel and agreed and acknowledged by Marvel Studios,

- Commission on September 6,2005) , .o - 2 . e o

.on Form 8-K:dated and ﬁled with the Secunttes and Exchange Commrsswn on September 6, 2005 )

--. Marvel Characters, Inc. and Spider-Man Merchandising L.P. on-the one hand, and Hasbro, Inc. on the other.’ ,

- Hulk Exclusive Cross License Agreement dated as of September 29, 2006 by-and between MVL Rights LLC
-and MVL Film Finance L1.C. (Incorporated by reference to Exhibit 10.2 of,the Company's Current Report on
Form 8-K dated September 29, 2006 and filed with the Securities and Exchange Commission on October 5,

2006.)

Lo ey - L, C 1

Iron Man Exclusive Cross License Agreement dated as of September 29, 2006 by and between-MVL Rights

LLC and MVL Film Finance LLC. {Incorporated by reference to Exhibit 10:3, of the Company's Current
Report on Form 8-K dated September 29, 2006 and filed w1th the Secuntles and Exchange Commission on
0ctober52006) S t e TR o

Excluswe Llcense Agreement dated as of August 31 2005 by and between MVL nghts LLC and Marvel
Characters, Inc, (Incorporated by reference to Exhrbtt 10.6 of the Company's Current Report on Form 8- K

Inc., MVL Rights LLC, MVL Productions LLC and Marvel Characters, Inc. (Incorporated by reference to
Exhibit:10.7 of the Company's Current Report on Form 8-K dated and filed with the Secunttes and ‘Exchange:

Assignment Agreement dated as of August 30 2005 by and between Marvel Marvel Entertainment Group,
Inc. and Marvel Characters, Inc. (Incorporated by reference to Exhibit 0.8 of the Company's Current Report

’- . -

Ltcense Agreement dated January 6, 2006 by and between Marvel Characters Inc and Spider-Man
Merchandising L.P. on the one hand, and Hasbro, Inc. on the other, (Incorporated by reference to Exhibit
10.1 of the Company's Quarterly. Report on Form. 10-Q for the quarter ended March 3l 2006 and f led with :
thé Securities and Exchange Commtssron on May'8, 2006.) et . o

A

Amendment dated as of February 8, 2006 to License Agreement dated January 6, 2006 by and between

(Incorporated by reference to Exhibit 10.2 of the Company's Quarterly Report on Form 10-Q for the quarter
ended March 31, 2006 and filed with the Securities and Exchange Commission on May 8, 2006.)

~ Employment Agreement, dated as of November.30, 1998, between the Company and Stan Lee. (Incorporated

by reference to Exhibit 10.1 to the Company's Quarterly Report on Form 10-Q for the quarter ended
September 30, 2002.)* "

Master License Agreement, dated as of April 30,.1993, between Avi Arad & Associates and the Company. -

" (Incorporated by reference.to Exhibit 10.21 to the Company s Regtstratlon Statement on Form.S-1, File No .

33-87268.) L e : et e

Amendment to Master, License Agreement, dated as of May.17, 2005 by and between the Company and

- Avi Arad & Associates. (Incorporated by reference to'Exhibit 10.2 of the Company's Current Report on Form

8-K dated-and filed with the Securities and Exchange Commtssmn on May 20, 2005.)

- . Amended and Restated Employment Agreerment, dated as of May 17, 2005, by.and between -Avi Arad and the

Company. (Incorporated by reference to Exhibit 10.1 of the Company's Current Report on Form 8-K dated
and fited with the Securities and Exchange Commission on May 20, 2005.)% - - * -

Amendment dated May 30, 2006 to Employment Agreement dated as of May 17, éOOS, by and between Avi
Arad and the Company. (Incorporated by reference to Exhibit 10.1 of the Company's Current Reporton -

. Form 8-K dated May 30, 2006 and filéd with.the Securities and Exchange Commission on June 3, 2006.)*

1 . L. . . 1
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10.44

-y

10.45
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'

- Employment Agreement, dated as’of October 15, 2003, by and between the Company and Bruno Maglione.”"
{Incorporated by reference to Exhibit 10.36 of the Company's Annual Report on Form 10-K for the year
ended December 31,2003.)* ... - . oo e T S

Amendment No. 1, dated as of September 6, 2005, to the Employment Agreement; dated as of October 135,

2003; betweer the Company and Bruno Maglione. (Incorporated by reference to Exhibitt10.34 of the <" ™!

Company's Annual Report on-Form 10-K for the year ended December 31, 2005.)*  # toooat

he Company. .

. . P ' RPN a
Agreement and General Releasef dated July 16, 2006 between Bruno Maglione and ¢
(Incorporated by reference to Exhibit 10.2 of the Company's Quarterly Report on Form 10-Q for the quarter

o ‘énded June 30; 2006 and filed with the Securities and Exchange Commission on August 8, 2006.)* v

10.46

F

1047

ate

10.48

.

10.49+°

10.50.

"t

10.51

10.52 -

1053 ¢

Ty

10.54

10.55

Employment Agreement, dated és of March 13; 2006, by and between the Company and John Turitzin.
(Incorporated by reference to Exhibit 10.35 of the Company's Annual Report on Form 10-K for the year
. 1y ‘ .

Ll

- ended December 31,2005)% - - o 0 o NY ta et Ce e ML

e : ’ T S LA S DR S "o ’

Pt . ot
" Employment Agreement, dated as of May 3,72005, by and between the Company and David Maisel.
(Incorporated by reference to Exhibit 10.7 of the Company's Current Report on Form 8-K dated Abpril 28,

2005 and filed with the Securities and Exchange Commission on May 4, 2005.)*
' . ! s, T T TP

t

[ . P

~ + Amendment No. 1, dated as of September 28, 2005, to the Employment Agreement, dated as'of May 3, 2005,

between the Company and David Maisel: (Incorporated by reference to' Exhibit 10:1-of the'Company’s
Current Report on Form 8-K dated September 28, 2005 and filed with the Securities and Exchange
Commission on.September 29, 2005.)*/ - . + ' o e e
.- . ey ‘ aoe Ty A IAC

Employment Agreement, dated ’ag of November 30, 2001, by'and between'the Company and Isaac Perlmutter.
(Incorporated by reference to Exhibit 10:6 to. the'Company’s Current Report on Form 8:K: dated and filed

with the Securities and Exchange Commission on December 4, 2001.)*
Vo . 5 T [ .

il YT

. I3 - - -r '
! Pt e i . 1 T

+ 'Amendment to Employment Aéreement with Isaac Perlmutter dated as of May .1, 2004 (Incorporated by

reference to Exhibit 10.1 to the.Company’s Quarterly:Report on Form 10-Q for the quarter ended ’
September 30,2004)* - - .- . : e LT e

. *Second Amendment to Emplojrrient Agreement with Isaac Pérlmutter dated as of October 15, 2004.

‘(Incorporated by refererice to Exhibit 10.2 to the Company’s Quarterly Report on Form 10-Q for the quarter
ended September 30, 2004.)* L - N et

Third Amendment to Employment Agreemént with 15aac Perlmutter dated as of May 8, 2006 : {Incorporated
by.referénce to Exhibit 10.4 of the Company's Quarterly Report on Form 10-Q for the quarter ended March
31, 2006 and filed with the Securities and Exchange Commission on May 8,2006.)* - - "+~
j
. Employment Agreement, dated as of August 1, 2003, by and between the Company and Timothy Rothwell."
(Incorporated by reference to Exhibit 10.1.of the Company's Quarterly Report on Form 10-Q for the quatter
ended September 30,2003.)* { . . o L oot .
i
Amendment to-Employment Agteement, dated as of August 1, 2003, by and between the Company and .- .. !
" Timothy Rothwell. (Incorporated by reference to Exhibit 10.4 of the Company's Quarterly Report on Form
10-Q for the quarter ended September 30, 2005 and filed with the Securities.and Exchange ‘Commission on
November 9, 2005.)* !' !
T RN . ’l:"". MR . L. : - L T o N b
.Agréement and General Release dated July 16, 2006 bétween. Timothy E. Rothwell and the Company.
‘(Incorporated by reference to Exhibit 10.1 of the Company's Quarterly.Report on Form 10-Q for the quarter
ended June 30, 2006 and filed with the Securities and Exchange Commission on August 8, 2006.)*

:
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10.56 Share Disposition Agreement, dated a5 6f"Novémber 8,-2005'by and between Marvel Entertainment, Inc. and
Isaac Perlmutter. (Incorporated by reference to Exhibit 10.8 of the Company's Quarterly Report on Form 10-
{m.Q for the quarter ended September:30, 2005 and filed with-the Securities'and Exchahge Commissidn on
e+ B i?November 952005:0% . F e i (o F G arledue s sshantedu Yo o D5 et s B s Bin
Hoote el ad o aer eodlt spgss ar e o T or i nbnnens R Bl vt B O3 e gen e ey e
10.57  :Share:Disposition Agieement, dated-as of May 242006 by, and between:Marvel-Entertainment}Inc!'and Isaac
?‘.a;, ..t Perlmutter!.(Incorporatéd by reference to Exhibit:10.3 ‘0f the.Company’s-Quarterly Report.on Form:10-Q:for
i .+ 5ethe quarter-ended March 317 2006.and filed with the Securities.and-Exchange!Commission on’May:8;:2006!)*
FOn s bty Lo bu s o eiaal e Loy poratit oyduastt n e b bae s e W Burmivshio
10 58 Share Disposition Agifeement, dated:as of June 2,:2006 by andrbetween Marvel Ehtert'aimne’nt Incsand Isaac
Perlmutter. (Incorporated by reference to Exhibit 10.2 of the Company's Current Report on Form 8-K dated
gl w +May:30;-2006 and filed w:th the*Securities and:ExchangeiConitission on-June 5, 2006.)% et
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viqs i ;Pursuant to the requirements of Section 13 or 15(d) of the Securitics Exchange Act of 1934, tbc Reglstrant \

has duly caused this report to be signed on its behalf by the unders1gned thereunto duly authorized.™ R T

W o ¥ sMARVEL ENTERTAINMENT, INC. 1/ 35t 0
. mglatd el
By: /s/ John Turitzin
John Turitzin .
Executive Vice President

March 1, 2007
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e . - POWEROFATTORNEY. : R PR
...+ Each person whose signature éppears below hereby constitutes and-appoints John Turitzin his true and
lawful attorney-in-fact with full power of substitution and resubstitution, for him and in his name, place and stead, in
any and all capacities; to sign any and ali amendments to this Report and to cause the same to be filed, with all
exhibits thereto and other documents in cbnnection therewith, with the Securities and Exchange Commission, T
‘hereby granting to said attorney-in-fact and agent full power and authority to do and perform each:and every act and
thing whatsoever requisite or desirable to'be done in and about the premises, as fully. to all intents and purposes as
the undersigned might or could do in pérson, hereby ratifying and confirming all acts and things ‘that said attorney- -
-in-faét and agent, or-his substitutes or substitute, may lawfully do oricause to be done by-virtue hereof. o7

.
o s s .

Fi

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed bélow by
the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

é 1 {i . v
Signature } . Title _ ... Dt
/s/ Isaac Perlmutter Z : Chief Executive Officer and _ March 1, 2007
Isaac Perlmutter b Vice Chairman of the Board of Directors o :
: 3  (principal executive officer)
] ; . A . o . B K
/s/ Kenneth P. West : Chief Financial Officer March 1, 2007
Kenneth P. West~ "~ - ' ;f , (principal financial officer) - - -~ I i C
/s/ Mark D. Plotkin ; Chief Accouqting Officer March 1, 2007
Mark D. Plotkin .- ' '~ {7 (principal accounting officer) - *- . cod e e
/s Morton E. Handel . * - * j Chairmhan of the Board of Directors- R March 1, 2007
Morton E. Handel § ‘ :
P - T
/s/ F. Peter Cuneo I Vice Chairman of the Board of Directors ~ March 1, 2007
F. Peter Cuneo i T et e : ‘ . EE
S { ' ‘
/s/ James W, Breyer i Director ) March 1, 2007
James W, Breyer i ' ’
) . ' ' '
/s/ Sid Ganis 3 Director - March 1, 2007
Sid Ganis :
/s/ Richard Sofar w300 Ditedtor " ' March 1,2007
Richard Solar -t v ‘ Lt L. .o . e
i _ :
/s/ James F: Halpin+ . . =+ 1" Director March 1, 2007
James F. Halpin j ' ' '
- . ik
i _Ia o
i
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.
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Report-of Independent Registered Public'Accounting Firm
) e Ty e e B T W, r}aut'."', <.

To the Board of Directors and Shareholders of Marvel Entertainment, Inc.;

. .8 et R Y
We have completed integrated audits of Maryel Entertainment, Inc.’s 2006-and 2005 consolidated financial-- - - r‘,*

statements and of its internal control over financial reporting as Of December 31, 2006, in accordance with the' =
standards of the Public Company Accounting Qversight Board (Unitéd States), Our opinions, based on our audits,
are presented below. ; { L ] e A :

e L [ T N IR L T PSRNt

. e LT v
' - . . - .
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Consolidated financial statements and financial statement schedule S, e

TwtTry M
Al

Consolidated financial statements and financial statement schedule | = ., > ..o e e

J . T A T B ST T S P
In our opinion, the consolidated financial statements listed in the accompanying index pres‘em fai:ly, in all materia
respects, the financial position of Marvel Entertainment, Inc. and its subsidiaries at December 31, 2006 and 2005,
and the results of their operations and their cash flows for each of the two years in the period ended-December 31, ,
2006 in conformity with accounting principles generally accepted in-the United States of America.~In addition, in
our opinion, the financial statement schedule listed in the accompanying index presents fairly, in all material -
respects, the information set forth therein when read in conjunction with the related consolidated financial
statements. These financial statements and financial statement schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements and finaricial statement
schedule based on our audits. We conductéd our audits of these statements'in‘accordance with the standards of the
Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit of financial statements includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principlés used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion. ¢

As discussed in Note 2 to the consolidated financial statements, the Company changed the manner in which it
accounts for share-based compensation in 2006.

Internal control over financial reporting

Also, in our opinion, management’s assessment, included in Management's Annual Report on Internal Control
Over Financial Reporting appearing under Item 9A, that the Company maintained effective internal control over
financial reporting as of December 31, 2006 based on criteria established in Internal Control - Integrated

. Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), is fairly
stated, in all material respects, based on those criteria. Furthermore, in our opinion, the Company maintained, i all
material respects, effective internal coritrot over financial reporting as of December 31, 2006, based on criteria
established in Internal Control - Integrated Framework issued by the COSO. The Company’s management is
responsible for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting. Our responsibility is to express opinions on
management’s assessment and on the effectiveness of the Company’s internal control over financial reporting
based on our audit. We conducted our audit of internal control over financial reporting in accordance with the
standards of the Public Company Accounting Oversight Board (United States). Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial
reporting was maintained in all material respects. An audit of internal contro! over financial reporting includes
obtaining an understanding of internal control over financial reporting, evaluating management’s assessment,
testing and evaluating the design and operating effectiveness of internal control, and performing such other
procedures as we consider necessary in the circumstances. 'We believe that our audit provides a reasonable basis
for our opinions. -




A company’s internal controlover financial‘reporting is-a process designed to provide,reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records;that, in reasonable detail,, .. _i-
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable
« -y dssurance that transactions are recorded as necessary to permit preparation of. financial statements in accordance - ,
re. . With genera]ly accepted accounting principles, and.that receipts and expendntmes of the company are being made
4 only in accordance,with authorizations, of ‘manggement and dlrectors of the.company; : and (1ii) provnde reasonable | ...
~assurance regardlng preventlon or tlmely detectlon of unauthonzed acqu1snt10n use, o, dlsposmon of the company S. 5

assets that could have a material effect on the financial staternents.

i'n..;
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.Because, of its inherent llmltatlons mternal control over ﬁnanc1gl reporting may not prevent or detect misstatements, i
Al_so pro_lectlons of any evaluat:on of effectlveness to future penods are Subject to the nsk that controls may become s

1auu‘

madequate because of changes in condmons or that the degree of eompilance wnh the pohcles or procedures may
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. Report of In@épendent Register

Vi
V. . . o .

¢ [

The Board of Directors and\S.hareholders of Marvel Entertainment, Inc. . o e
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We have audited the dccompanying .consolid_ated statements of nét income, stockholders' equity and compréhensive income,
and cash'flows of Marvel Enfertainment, Inc. for. the’year ended Décember 31; 2004 Our audit also includés the financial
statement schedule listed in'the Index at Item 15(a) for the year ended December 31, 2004, ' These financial stafements and
schedule are the responsibility 6f the Company's management, Our fesponsibility is to express an opinion-on these fiancial
statements and schedule based on our audit. - T e . . when o

P
We conducted our audit in accordance wil_i}‘ Yhe standiirds of the Public Compény Apcouhtfng !Qvel"s@'gil;‘Boarc'i' (United
States). Th‘ose' s_iahc}afdé 'requigf.:'tha’g we p]'aﬁjqi:fgi ple.r.fé'r'_r:n the ahgit"t;o '{f)bt_:a.ijn réasonablé assurance about whethér the financial
statements are fre¢ of material misstatement. An audit includes éxamining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as é\valuating the overall financial statement presentation, We believe that our audit

provides a reasonable basis for our opinion. |

T . + ' . [
In our opinion, the financial statements refei'réd to above present fairly, in all material respeé&‘,' the consolidated results of
operations and cash flows of Marvel Entertz;xiﬁment, Inc. for the year ended December 31, 2004, in conformity with U.S,
generally accepted accounting principles. Also, in our opinion, the related consolidated financial statement schedulé, when
considered in retation to the basic financial' statements taken as a whole, presents fairly in all material respects the

information set forth therein for the year ended' December 31, 2004.

fs/ Emst & Young LLP

New York, New York
February 25, 2005

It T T T ‘} o
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MARVEL ENTERTAINMENTS,ING:
.. CONSOLIDATED BALANCE SHEETS

N December 31,
. . 2006 2005
s Y (in thousands, except share data) . ’
Curreniassets: =~ ' ° o v
[ Cushand cash equivalenis. > 5 31,945 8 24227 ]
Restricted cash 3 527 8,383
{ - Sort-term investments 5 . s
Accounts recelvable net 59,392 59,108
i Inventories, net T R .i9177‘ ]
Incore tax recejvable ' 2 . ‘45,569
| Defeired income taxes: et ' Co22864 . i v |19 sss_j
Advances t0301m venture parmer < 8,535 Seafr
LPLepmd expenses and ¢ s'and or.her er.¢lirrent gssets 3231 i 4,?85-3
l_ . Total current assets 193,987 T 140,372 E
T - i TR A e
Molds, tools and equ:pmcnt, net’ 4,444 Cor 5,659
Product and package design costs, tiet: 1,497 e 1023 |
Film pmducuon costs 15,055 Leet '

Geodwnl]

341708 - -341.708

Accoums receivable, nun-currem portmn

12,879 6+ . 20,290
Deférred incoitie takes: et 36,406 D 364607 ]
Deferred financing costs . ' 15,771 220,751
TAdvinces to joint veiiture parter.. . - s ]
Other assets _ QU8 1379
L _Total-assets . 623865__§ 573 s ]
\' B E i . 5; * :

LIABILITIES AND STOCKHQLDERS..EQUWY i N - E
Current liabilities: Er D AR T ;
| Agcounts pavable : 8 EXTEIE Y 3 724__1’

Accrued royalties B » 68,467 65,891
[ Accrued expenses and other current lmhllmec 38,895 51,360 |

_Deferred sevenue N . 140,072 10,865

Total ourrent liabiliti o 252,546 RazR4g |
Accrucd royalties, non-current poruon 12,860 5,908
Deferred Tevenue, Non-current pottion, 35,667 24,787j
Credit facility . 17,000 —
il slate ficility obligation, . 33200 25800 |
Income tax payable, net - o ) o 10,999 12,295
"Onher Fiabilities - 6,702 6316
) { Total liabilities . 368,974 212,946
Commitments and Contingencies (Note 10}
Stockholders” equity:
Preferred stock; $:01 par value, 10 H,{X)G, 0 shares amhunzed, none msued : - - —‘
Common stock, $.01 par value, 250,000, 000 shares authorized, 128,420,848 issued and 81,326,627 outstandmg in .

2006 and 121,742,534 lssued and 90 205 853 outsta.ndmg in 2005 1,284 1,217
Deferred stock compensation | o - (@,2_*_4_2)__]
Addltmna! paid-in capual 710460 504 873
Retained earnings 278,466 169,762
Accumaulated other comprehenswe loss {2,433 (3,474)

Total stockholde:s_pqmty before treasury stock " i 931 756,1},6_,_}
Treasury stack, at cost, 47,094,221 shares in 2006 and 31 536 681 sha':es in 2005 (682 886) (395,536}
[ Totil stockholders™ equity 254,898 360,600
; Total liabilities and stockholders” equity $ 623,865 § 573,546 ___I

See Notes to Consolidated Financial Statements.
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MARVEI}ENTERT-AINMENT INC.
CONSOLIDATED STATEMENTS OF NET INCOME
. ' i j
i
o . Years Ended December 31,
A T 2006 2008 2004 -
% ; (in thoussnds, except per share data)
:& L $00. 351798 8 350,507__$ 513 463_1
A L t TR
Fevprer— . _ o
' Cost of revenues (exciud.mg dzprec:unon expensc) Y’ 103,584 50,517« . . 159,589
[ Selling, general and adinistrati s B 123,130 166456 142,839 |
Depreciation and amortization ¢ 14322 L. 4,534 3,783
[otal costs and expenses - N 341,036, s 30621 )
Other income, net " v 1,798 2,167 4. . 9,039
Equity,in net income of joint venture g e, ot 8,117}
S_)peratmgmcome . j 152,560 171,167+ . 24413 -
Tnterest expense _@ T 15228 3982, gg,ggl_}
Imcrcst income _ 1,465 IB63 e .. 2046
mmmbdmmmmm oc and minority interest M 98,800 171,048 206872 |
Income tax expense (- __(35,07)) o (62820) - s (4631
Mmgnﬁ&tezc&n_wpgol_m;omwm e "-ﬁ e {1028 (5 A09) v {11368 ]
Net income L $ 58,704  § 102,819.:_ 8§+« 124877 -
Basic and diluted net income per share: ©ond
Weightod average shares cutstanding:___ - & : i i
Weighted average shares for basic eamings per share 82,161 99,594 107,173

1 Effect of dilutive stock options, warmanty wg_ restricted stock

5,069 e

- 6784 |,

'\ﬂelghted average shares for dlluted eammgs per share y 87,230 106,058 2 113,957
Net income per share: . R o . : R e i ]
Basic 0 3 - .71 3 1.03 5 . 41,17
. — —r— s
Diluted . o i : $ 067 $ 097 §°. 1 L0
B P Vo ‘ CRe e o
: b ‘
! Lk . .
N i 1 See Notes to Consolidated Financial Statements. L , ,
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MARVEL ENTERTAINMENT,INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
AND COMPREHENSIVE INCOME

Accumulafed Other

1 Comprehensive Loss
H Common Common Deferred Additional Retained . Minimurn ,
Stock Stock Stock Paid-In Earnings Foreign ~ Pension Treasury .
_ Shares Amount Compensation Capital (Deficil) Currency  Obligation Stock Toml
s i (in thousands) ' ’

Balance at December 31, 2003 8615 5. LI9% 5 (A5 66908 S (19305, S___(2910) 5__(32955) 5_469 45__3
‘Employee stock options exercised 527 5 - 2,096 - — - - 2,101 _]
Tax benefit of stock options v - - Lo - - '

exercised B — - 3,608 3,608
Restricted stock grants 213 2 (4,010) 4,008 - - - T -]
Restricted stock forfeited (5 - - 72 {72) - = = = -
Treasury stock, at cost (4250) - - - - - - (58046} _(58.040) ]
Amartization of restricted stock ot S o ", :
— grants - — 3,6} 1 - - - — - 3,631
Stock compensation expense - - - 621 - - - - 621 ]
Net income X - — - - 124 877 - = - 124 877
Other comprehensive income - - - . . - 258 - 258_]
Comprehensive income - - - - ’ - - - - 125,135
Balance at December 31, 2004 105,102 1,205 (5,164) 577,169 66,943 z (2,652) (91';001) 546,500
Emp]oyee stock options exercised 1,133 . 10 — 5,522 ~ - - - 5,532
Tnx benefit of stock options . - :
cherctsed o - - - 7382 - - - - 7,3§3_J
Restricted stock grants 335 3 (6.654) 6651 o - - - -
Restricted stock forfeited (169) o) 685 (2,857) - - s - 217)_]
Treasury stock, at cost (16,195) - - - - - - (304,535) (304,5_3';)
L\mcﬂiyftion of restricted stock .

griits - - 4,891 (59) - - - - ' agy
Wayranis issued for services - - - 1,065 - - - 2 1,065
Net income - - - - 10289 - - - 102,819 ]
Other cdmprehensive income (lussl) - - ~ ~t - - 45 3671 ! - (822)
Comprehensive income - - - - - - o 01,997 |

- . Wt
Balace at December 31, 2005 90,206 1,217 (6,242) 594,873 169,762 45 -G (395 536)__ 360,600 |
b D v

"mpact of adoption of FAS 123R {502) ) 6241 "(6,238) - - - - N
[Employee stock options exercised 7,075 70 —~ 46,812 — - o T el 46882
iTax benefit of stock options

exercised - - - (64,802 - - - - 64,802 |
Restricted stock vesting 152 1 - (1} - ~ = - ~
‘Common stock retired “46) - - (828) - - B - (&28)_]
Treasury steck, at cost (15,558) - ~ - ~ - - -1 (28.7.350) - (287,350}
,Cornpensatory stock expense - - - 11,040 - - - : — 11,040
Net income — - - " 58,704 - = ootk Y 58704
Other comprehensive | fmcome_ - - - A - 147 894 i e 1,041 |
Comprehensive income ) - “ - - - - - LT T~ v 50948
Balance at I_)éccmber 31,2006 " 81,327 % 1,284  § - 3 710460 § 228466 § 192  § (2,625) § (682,886)-8 254.89l

. - . . - " N r _.: - *,
, .
$ee Nates 1o Consolidated Financial Statements., o i
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MARVEL ENTERTAINMENT, INC.
CONSOL[I‘)ATED‘STATEMF?NTS OF CASHF LOWS

v ! :
tl\

Years Ended December 31,
2006 2005 2004
(in thousands)
Netincome_______ s | IR S s804 8 102819 § 124877
Adjustments 1o reconcile net income to net cash provided by o ting activities:
Depreciation and amortization ? : . 14,322 4,534 3,?§3_}
Provision for doubtful accounts . . ) - - 31
Amontization of deferred financing charges r ' 4,980 1,660 3446 ]
Unrealized (gain) loss on interest rate cap . 1,504 (347) -
T Non-cash charge fur stock based compensation_____ J 11,040 4,832 4,252 ]
Excess tax benefit from stock-based compensation ] (45,569) - —
[ Tax benefit of stock options exercised : - 7,382 3,608 |
__Gain from sales of equipment : . . (133). = (754)
Impairment of fixed assets ' 962 - -
Deferred income taxes ) (300) (13.573) 7.603
Minority interest of joint venture {net of’ d1stnlmtmm oT86 $6,071:in 2006 ]
_ und $17,326 in 2005) o (5,046) (L1917 7967
Equity in net income of joint venture _ - - (&.L17)
Changes in operating assets and lisbilities: : il _
Accounts receivg_lg!g_ L 7127 31,896 (27,5-7'6)
[ inventories _l (1,047) @063 ]
Distributions received from joint venture - - 3,321
[ Propuid expenses and other current assets _l (2,946) (2051 154 |
___ Film production costs b {15,053) - -
[ Otherassets ¥ 172 (56) RIN!
Deferred revenue i - 140,087 (6,093} 6,063 '
l [ncome taxes payable 1 Sy (1296 2,166 5,@;{__}
Accounts payable, accrued expenses and other current liabilities (9,831) 19,075 20,743
"Net cash provided by operating activitics R | A 158.175_ 137737 161383 _]
TC&sh flow provided by investing activities: __!__ |
_Cash of consolidated joint venture ; . - . 8,376
Paymen of administrative claims and unsecured claimsﬂct - (50) (g,zgg)_]
Purchases of molds, tools and equipment ) ' (10,034) (3,193) (2,578)
[ ... Expenditures for product and package dosiem costs NP (6:252) (1.096) _01,008) ]
Proceeds from sales of fixed assets ! 1,876 - 1,210
Sales of short-term investments 1 80,671 442,354 IM,SgS_!
_Purchases of short-term investments : ) (65,532} (302,814) (259,224
{‘—__ Net sales of centificates of deposit and co il paper‘ : : - - 2.14,"_1_5.‘.' I
____Netchange in restricted cash Sl (144) 22,514 (30.897) .
Net cash provided by inyesting activities H_l : . 585 157,755 32,!36J
Cash flow used in financing activities: ' j | '
Repurchase of senior notes L : - - (150,961)
| Proceeds from film slate Facility r : : 7.400 25,800 -
Borrowings from credit facility : . 169,200 - -
Repayments of credit facility, - R B (152,200 - -]
Deferred financing cosis _ ! _ - {24,526) e
[ Purchase oftreusury stock X - s (287,350 (297,128) (58,046). 1
Exemse ofslock optlons * ’ 46,882 5,532 2,101
[ Excess tax benefit from stock-based compensation | 64,802 - -]
Net cash used in financing activities 1 y = I {151,266) (290,322) {206,907)
Effect of exchange rate changes on cash E 224 {(117) —
Net inerease (decrense) in cash and cash equivalents I _ 7,718 5,053 13,388) |
Cash and cash equivalents, at beginning of year ° o 24227 19,174 32,562
§ Cash and cash equivalenss, at end of year ] 3 31,945 & 24227 § 19,174 _}

See Notes to Consolidated Financial Statements.
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MARVEL ENTERTAINMENT, INC. )
CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED) -

Years Ended December 31, .. L

2006 2005 2004
' . . ’ - .+ + {in thousands) " -

Supplemental disclosire of cash flow information: . e i
Interest paid . $ 10,009 S 468 $ 18,115
Income taxes paid g : PR T X 68,914 48,142
Income tax refund ' . C C12,180 ) - e

Supplemenial disclosure of non-cash financing activisies: * o ) ‘ o .

Common stock warrants issued in settlement of deferred financing costs = 1065 . . i)
Treasury stock repurchases sertled in January 2006 . . - ‘ - 7,407 P
See Notes to Consolidated Financial Statements. ‘
1 . -t N * . _l -
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December 31 2006 ”

. 2.‘_,

_1._ Description of Business.and Basis ol' Presentation.

Ly E FESR

“Marvel: Entertamment Inc. and 1ts sub51d1ar1es are one of the world’s most prominent character-based
entertainment companies, with a propnetary library of over 5,000 characters. .

. .
"o [ A T A A et

’J"”

We prificipally operate in four mtegrated and complementary operating segments: Licensing, Pubhshmg
' Toys and Film Production. The, expansmn of our studio operations to include feature films that we produce i
_ourselves began in late 2005 with our entering into a $525 million film facility (the ‘Film Facility”) to fund the
production of our films. This expansion has resulted in the creation of a new segment, the Film Production segment.
During 2006, weisubstantially comp}etedlthe ramp-up of our movie production business, including-the-addition ofs
key personnel, to support the development and production of our self-produced films.. Consequently, we have- '
présented the Film Production segment separately as of December 31, 2006, Previously, Marvel Studios’ operations
related solely to the licensing of our chamoters to third- party, motion pictyre 2 and felevision producers. Those
licensing activities were included, and are st1ll mcluded in the Llcensmg segment However, the operations of
developing and producing our own theatncal releases are reported in our newly created Film Production segment, as
. these operations are inherently different than that of licensing our characters.
l
In connection with the Film Facxllty, we formed the following wholly-owned subsidiaries: MVL Rights
LLC, MVL Productions LLC, Incred1ble~Product10ns LLC, Iron Works Productions LLC, MVL Iron Works
Productions Canada, Inc., MVL Incredlble ‘Productions Canada, Inc. and MVL Film Finance LLC (collectively, the
“Film Slate Subsidiaries”). The assets and credit of MVL Rights LLC, Incredible Productions LLC, kron Works
Productions LLC and MVL Film Fmance LLC are not available to satisfy debts or other obligations, of any of our
other subsidiaries, or any other persons. ] :

We have entered into a joint venture with Sony Pictures Entertainment Inc. (“Sony Pictures”), called
Spider-Man Merchandlsmg L.P. (the “J omt Venture”), for the purpose of pursuing licensing opportunities relating to -
characters based upon movies or televnslon shows featuring Spider-Man and produced by Sony Pictures. Effective
April 2004, the operations of the Joint Ventu,re previously recorded under the eqmty method, have been
consolidated in our accompanying ﬁnanmal statements as a result of our then assummg control of all significant
decisions relating to the ordinary course of business of the Joint Venture and receiving the majority of the financial
interest of the Joint Venture. The operatlons of the Joint Venture are included in our Licensing segment.

i

The year 2006 was a tran51tlonal one for our Toy segment operations. In late 2005, we terminated our
agreement with our then exclusive toy llcensee and in early 2006 we entered into a multi-year licensing agreement
with Hasbro, Inc. (“Hasbro™) (see Note 7)

, t

2 Summary of Significant Aecountmg Policies

Principles of Couso!tdatmn }

The consohdated financial statements include our accounts and those of our subsidiaries, including the Film
Slate Subsidiaries and the Joint Venture.‘Upon consolidation, all significant inter-company accounts and
transactions are eliminated.

Reclassifications

- Certain prior year amounts hav been reclassified 1o conform with the current year’s presentation.

ot Tt ) kil b BV ik s

F-10

¢ e T e b o (S e




MARVEL-ENTERTAINMENT, INC;
NOTES.TO CONSOLIDATED FINANCIAL!STATEMENTS (continued)
' December:31,:2006
2. Summary of Significant Accounting Policies (continued) . .4 | ey .‘r_ cadone e L A

Use of Estimates I R LA

..+ .The preparation of financial statements in-conformity. withr-accounting principles generally accepted in the
United States requires management,to make estimates and assumptions that affect the reported amounts of assetsy: s

L)

and liabilities and disclosure-of contingent assets'and liabilities at the date of the financial statements-and the,, |.
reported amounts of revenues and expenses during the reporting period. The principal areas of judgment in our . . !,
consolidated financial statements relate to provisions for returns; other,sales allowances and doubtful accounts, the-
realizability of iniventories, the realizability of goodwill, the- realtzabrllty “of film production ¢osts, the reserve for o
uncollected minimum royalty guarantees, valuation allowances for.deferred income tax assets and reserves for., -
potential tax exposures resulting from tax audits, depreciation and amortization periods for molds, tools and
equipment, the recovery of product and package design costs, Fleer pension plan assumptions, litigation related:.
accruals, character allocation in computing studio share of royalt1es payable and forfetture rates related to employee

stock compensatlon Acrual results could differ from these estlmates s " oo

PR LT RPN O T R M T UANE T R -.'.n'*-"-.'t. PRSI
Out-of-Period Adjustment . 4 Toh T e e
« . During the fourth quarter of 2005 we¢ identified errors of $3.3.mitlion in our 2004 consolidated income tax
expense related to an accounting entry made in connection with book and tax basis differences related to the Joint
Venture as of April 1, 2004 and the tax'impact of our;share of Joint Venture eamings.for the penod April 1;:2004.
through December 31, 2004. We corrected these errors in the 2005 year-cnd close process, which had the effect of
reducing 2005. consoltdated income:tax expense by $3.3 million and increasing 2005 consolidated net income by
$3.3 million., We do not believe this adjustment is-material to the consolidated financial statements for,the,years . .
ended-December 3 [; 2005 or 2004, and as a result ‘have not restated our consolidated financial statements for the . ,.
year ended December 31,:2004.: (SeelNote ) T P b g, el A b
Vo T 1 O B e
CashandCasthmvalents L B L I L 'tf-r' .

We consrder all htghly llql.lld mvestments With'a matunty of three months or less when purchased to be
cash equtvalents We place our 1nvestments wnth hlgh quahty ﬁnancral'msttmttons At tlmes such mvestments may oy
RN AR Th IO '

be in excess of federally msured llmtts ' "

T e L I RV BT I ST SRUET IS Y CR IR Py

R \.‘4 e L R B S R N AL T ._"..'f-u_ (L S S TITRE D -Ut!tﬁu'ni.‘
. T

e VR N K I A o L N Y R R PRt S AL

Restrtcted Cash

TENO LT L
Restncted cash primarily comprises cash balances of the Joint Venture that are not freely available.to. etther;
us or Sony Pictures-until distributed on a quarterly basis. Principally all of the cash balance of the Joint Venture at
December 31,'2006-and 2005 of $8.4 rmlllon and $7.5 million, respecttvcly, was dtstrtbuted in-February-2007- and
February 2006'respectwely P L A S Al R
TR el § I s O AL .!'i:
Restricted cash of $0. 1 million and $0.9 million as of December 31, 2006 and 20035, respectively, relates to
cash in an account which has been pledged to secure the Film Facility and is not available for our general:corporate

purposes (see Note 4)

. .
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MARVEL ENTERTAINMENT, INC.

NOTES TO CONSOL[DATED.FINANCIAL-STATEMENTS (continued)
i

‘ December 31,2006

]
)

2, Summary of Significant Accounting Policies (continued). -
)

Short-Term Investments

At December 31, 2005, we held $ 15.1 miltion of short-term investments, which consisted of auction rate
municipal bonds classified as available- for-sale securities. Ourinvestments in these securities were recorded at cost,
which approximated fair value due to therr variable interest rates, which typically reset within 35 days; and, despite
the long-term nature of their stated contractual maturitiés, we had the ability to readily liquidate these securities. As
a result, we had no cumnulative gross unréalized holding gains (losses) or gross realized gains (Josses) from our
current investments, All income. generated from these current investments was recorded as interest income. As of ~
December 31, 2006, we did not.hold.any.short-term investments. ' . '
Joint Venture S i ! ce L

We have entered into the Joint Venture 1o pursue llccnsmg opportumtres relating to characters based upon ,
movies or television shows produced by Sony Pictures featuring Spider-Man. The operations of the Joint Venture
are included in our Licensing segment. ; .

Prior to April 1, 2004, we accounted for our interest in the activity of the Joint Venture under the equity
method. Effective Aprll 2004, the operatrons of the Joint Venture, previously recorded under the-equity method,
have béen consolldated in our accompanymg financial statements. -

]
J

In May 2004, we settled various, dlsputed matters wrth Sony Pictures and Marvel assumed control of all
significant decisions relating to the ordmary course of business of the Joint Venture, In addition, distribution of net-
receipts of the Joint Venture was altered effective April 1, 2004. such that we receive more than 50% of the cash
generated from the Joint Venture. Consequently, effeetwe April 1, 2004, the operations of the Joint Venture have
been consolidated in our accompanying financial statéments, including revenues of $4.1 million for the year ended
December 31, 2006, $24.7 million for the year ended December 31, 2005 and $67.5 million for the period from
April 1, 2004 through December 31, 2004 ‘The Joint Venture distributes to us and to Sony Pictures all cash
recerved proportionate to each party’s mterest on a quarterly basis. At December 31, 2006 and 2003, advances to
joint venture partner of $8.5 million and $3 5 million, respectively, in the accompanying Consolidated Balance
Sheet reflects distributions made to Sony'Pmtures in conpection with cash received by the Joint Venture from
minimum royalty advances on licensing ¢ontracts for which the Joint Venture has not yet recognized revenue and
earnings thereon. These advances are clagsified as current or non-current consistent with the classification of
deferred revenue related to such advances, which is based on when the underlying deferred revenue is scheduled to
be recognized. Prior to April 1, 2004, w¢ accounted for our interest in the Joint Venture under the equity method.
For the years ended December 31, 2006 and 2005 and the period from April 1, 2004 to December 31, 2004, minority
interest of $1.0 million, $5.4 million and $i7 4 million, respectively, was recorded to reflect Sony Pictures’ interest
in the operations of the Joint Venture. ] ,

Inventories’ : -

Inventories are valued at the Iow‘er? of cost (first-in, first-out method) or market (see Note 3).

F-12




* MARVEL ENTERTAINMENT, INC,

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS(continued)
December 31,2006

2. Summary of Significant Accounting Policies (continued) _ \ :

Molds and Tools . .

+Molds and tools are stated at cost less accumulated amortization.- We own the molds and tools used in
production of our products by third-party manufacturers: For financial reporting purposes, amortization is computed
using the straight-line method generally over a one to three-year period (the estimated selling life of related ".
products). On an ongoing basis, we review the useful lives and carrying value of molds and tools based on the sales
of the related products. If the facts and circumstances suggest a change in useful life of molds and tools retated to a
certain product, the usefut life is adjusted and the remammg unamortized cost is amortized over the adjusted life.
Accumulated amortlzatlon related to molds and tools was $2 I million and $7. 4 rmlllon at Decernber 31, 2006 and
2005, respectlvely C s .

T f . S Lo e

Pmduct amf Package Dewgn Costv ‘ . A o

Product and package desugn costs are stated at cost-less accumulated amortization, We capltahze Costs
related to product and package design when such products are determined to be commercially acceptable. Product
design costs include costs relating to the preparation of precise detailed mechanical drawings and the production of.
sculptings:and ¢ther handcrafted models from which molds and dies are made. Package design costs include costs -
relating to art work, modeling and printing separations used in the production of packaging. For financial reporting :
purposes, amortization of product and package design is computed using the straight-line method generally over a
one to three-year period (the estimated selling life of related products). On an ongoing basis, we review the useful .
lives and carrying value of product and package design costs based on the sales of the related products. If the facts
and circumstances suggest a change in useful life of product and package design costs related to a certain product,
the useful life is-adjusted and the remaining unamortized cost is amortized over the adjusted life. Accumulated
amortization related to product-and package de51gn costs was $l 7 million and $2 7 mtllion at December 3I 2006
and 2005, respectively. - . . _ o r

Fixed Assets

- Fixed assets are stated at cost less accumulited depreciation-and amortization. For-financial reporting
purposes,-depreciation and amortization is computed using the straight-line method generally over a three to five-
year life for furnituré and fixtures-and office equipment, and over the shorter'of the life of the underlying lease or
estimated useful life for leasehold improvements. Expenditures for major software purchases and sofiware
developed for internal use are capitalized and depreciated using the straight-line method over the estimated useful
lives of the related assets, which is generally 3 years. For software developed for internal use, all external direct
costs for materials and services are capitalized in accordance with AICPA Statement of Position (SOP) 98-1,
“Accountmg for the Costs of Computer Software Developed or Obtained for Internal Use.” Total caplta]lzed internal
use software costs were 2 $3.4 million and $2.9 million at December 31, 2006 and 2005, respectively, Accumulated
depreciation for ﬁxed assets was $2.4 million‘and $4.9 hiillion as of December 31, 2006 and 2005, respectlvely, of
which $l 1 mllllon and $13 million related to internal use software. Depréciation expense for internal use software
was $0 ¢ mllhon $0 2 mllhon and $0 2 mtllmn each of the yéars ended December 31 2006, 2005 and 2004
respectwely ‘

;.‘. LS T T I I T .- B _l'v,-‘? o '16
T . ' i P s

Goodwill SR Con e oo B _ B
We account for our goodwill under Statement of Financial Accounting Standards (“SFAS”) No.142,
“Goodwill and Other Intangible Assets” (“SFAS 1427}, Our goodwill is deemed to have an indefinite life and is no
longer amortlzed but is subject to annual impairment tests. If facts or circumstances suggest that our goodwill is
lmpalred we assess the fair value of the goodwill and reduce it to an amount that results in book value
approximating fair value. Under SFAS 142, goodwill impairment is deemed to exist if the net book value of a
reporting unit exceeds its estimated fair value. As of December 31, 2006, $5.2 million of our goodwill has been
reallocdted from our Licensing and Publishing segments to our newly created Film Production segment (see Note

12).
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MARVEL ENTERTAINMENT, INC. -

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continuéd)
December 31, 2006
2. Summary of Significant Accounting Policies (continued) .- . -~ TS TSN S U NN

Long-Lived Assets T

. We record impairment losses on long-lived assets used in operations, when events and circumstances
indicate that the assets might be impaired and the undiscounted cash flows estimated to be generated by those assets
are less than the carrying amounts of those assets. G e Boe e

af : 1 I

Film Production Costs o ' T R T AN o

.

" We capitalize film production costs in accordance with the provisions of _Staterﬁent of Pasition 00-2,

“Accounting by Producers of Distributors of Films™ (*SOP 00-2"). Direct film produétion costs include all, c.lii'leq't"_'.' ’
production and financing costs, capitalized interest and production overhead. Production overhead, a component of
film production costs, includes allocable costs, including salaries and benefits (including stock compensation), of
individuals with exclusive or significant responsibility for the production of our films. We are also Wbrkirié on
concept development and pre-production for several new motion picture projects, the costs of which, primarily
salaries and script development, are capitalized as film costs in accordance with SOP.00-2. In the event a fitm is'not
set for production within three years from the time of the first capitalized transaction, all such costs will be v ¢ | . st
expensed. During 2006, interest associated with film productions of $0.2 million was capitalized and is included:in=
Film inventory on the accompanying consolidated sheet. P T U S
S Coe . e o I Lo AT
Deféfrgdﬁ‘i;:&n'cing Costs - ’ ‘ ol : ' ‘ T e e

. . ' . TR I

-+ . Deferred financing costs as of December 31, 2006 and December 31, 2005 relate to.our. Film Facility (see .
Note 4) and are being amortized over the minimum expected term of the facility, which approximates 4.5 years. .+
Deferréd financing costs associated with the Senior Notes and our previous credit facility were amortized over the ».
term of the related agreements using the effective interest method. Such costs were fulty amortized in.2004.. . ! .

1

Treasury Shares ‘ S

We-account for treasury shares using the cost methed. During the year ended December 31, 2006, we
repurchased 15.6 million shares of our.common stock at a cost of $287.4 million under two stock repurchasefi -
programs. During 2005, we repurchased 16.2 million shares of our common stock at a cost of $304.5 million: Asof /
December-31, 2006, 22.5 million of our shares held in treasury are pledged as collateral under the HSBC Credit - . -.

Facility, as defined in Note'4 below. = [ - -

*

} . ir, 1) K g,
. _— LA e
s s 1y . . : .. N - . LT T o .“

Comprehensive Income T v : o B R T

. We follow the provisions'of SFAS No. 130, “Reporting Comprehensive Income” (‘;éi"Aqé 1363"),"\'vfliigli ' '
established standards for reporting and display of Qofnprehc?n%ivq income or loss and its corﬁpdrj_éi'ltg. " L
Comprehensive income or loss reflects the change in equity of a business enterprise during.a period from, o
transactions and other events and circumstances from non-owner sources. For us, comprehensive income Tepresents,
net income adjusted for the unrecognized loss related to the minimum pension liability of a forimer subsidiary énd N
cumulative foreign currency translation adjustments associated with our foreign subsidiaries. In accordance with
SFAS 130, we have chosen to disclose comprehensive loss in the Consolidated Statements of Stockholders’ Equity
and Comprehensive Income. -
. . - . ) T

Research and Development . . S oy T S ORI 2 L O

o . e, IS ‘. . , R I I LA L oerd
Research and development costs, primarily design costs, are charged to operations as incurred. 1Ec)r tl_‘lt't - ‘i
years ended December 31, 2006, 2005 and 2004, research and development expenses were $3.1 'mi_l!i'o'_r;l, i$.l;§;' .
million and $1.8 million, respectively. o ' T

i
S N N A IR B K o L P
P : R . : Gt T B R LU RS NPTt
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MARVEL'ENTERTAINMENT, INC:

NOTES:TO CONSOLIDATED FINANCIAL STATEMENTS {(continued)

December 31, 2006
2. Summary of Significant Accounting Policies {continued) .. " ™ ¢ ...+ ..+ RS IS R TR
Revemre Recognition v .t oo, ! : T S

Merchandrse Sa!es Sals Retums and Customer Ailowances i e T2 e 'r, S r}
DS PR TY A T PR LYY L Y 3 I P N LA TR R BT ot |

£ I Merchandlse sales ‘mcludmg toys"trade paperback and hardcover book sales, returnable comic-books.and- .
custom publishing, are recorded when title and risk of ownership have passed to the buyer. Appropriate provisions'.it
for future returns.and'other- sales allowances:are established based upon historical experience, adjusting for current: #
economiciand.other factorsiaffecting theicustomer.» We regularly review.dnd revise;, when considéréd necessary;iour’
estimates of sales returns based: primatily.upon actual returns, planned product discontinuances; and estimdted:sell-z»,
through at the retail level-No provision for sales returns is provided when the.terms.of the underlying sales do:nots+.
permit the customer.to return’ product to.us:* Return rates for returnable comic book sales, traditionally.sold at-. ..+ ?
newsstands and bookstores, are typically. higher than those related to.trade paperback and hardcover book sales:« -

1 *Comic book revenues — non-retumable and other i .. SR T T
*e .1»'-! wi ' o L )
Revenue “from the sales of comlc books to the drrect market our largest channel of comlc book dlstnbutlon

are made on a non‘returnable basrs and are recogmzed Ji¢ the penod the comlc books are made avallable for sale| (on-
sale date establrshed by 'us) Revenue from adverusmg in our cé comlc books is recogmzed in the perrod that the comlc
books are'made available for salé. Subscrlptlon revenues relatéd to our comic¢ book busmess are generally coilected
in advance for a one-year subscription and are recognized as income on a pro rata basis over the ‘subscription penod

as the comic books are delivered, - N
PLSETE IETLENE LAY 4

License Revenues:* 11+ -« 1 -I.., P T T --a.u-, TR -:',". ':",r

‘!(~ r

Revenue from Itcensmg dirr characters is recorded in accordance wrth gurdance provrded m Secuntres and
Exchange Commission Staff Accounting Bulletin No. 104 “Revenue Recognition” (an amendment of Staff’
Accounting Bulletin No. 101 “Revenue Recognition™) (“SAB 104”). Under the SAB 104 gundelmes revenue 15,
recognized when the earnings process is complete. This is considered to have occurred when' persuasrve évidénce of
an agreement between us and the.customer exists, when the characters are freely and 1mmed1ately exploltable by

licensee and we.have satisfied our oblrgatrons underithe: agreement, when the amount of revenue is fixed-or /i
determinable and when co]lectron of-unpaid revenu€ amounts-is reasonably assured. ' . 1 et TR png,
A T T S L L A A row et

S -+For- llcenses that: contam non- refundabIe minimum royalty. payment oblrganons to us; we’ recognlze suchv. .
non-refundable minimum payments as revenue at the inception of the license, prior to the collection of all amounts
ultimately due, provided all the criteria for revenue recognition under SAB 104 have been met. -Receivables from.,s2,
licensees due ore, than one year beyond the balance sheet date are d:scounted to thelr present value

P LA AR £ iy LAt . Thiye o
Lo Iif.!'.hl -'J‘.':"-' T .‘m.i. e T N LR Y
T (L R TY DI Y Lo T L e Fo P T AT RN Y .21 UL Y oo
Mavine aamns 0 o0 e, U el b e e S T R L PR T SRS DR
L T R L O TR PR S S RRLET S R B I N T A R
DELT o E Nlagre e g0 T g By e ale £ s Lo} et T

+ - - M I . N r - . i 4 - .
T P e 21 Y N LA A . L A A U R EP I LSRN 1
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MARVEL ENTERTAINMENT, INC.

NOTES TO CONSbLlDATED FINANCIAL STATEMENTS (continued)
: December 31,2006
2. Summary of Significant Accounting Policies (continued) . ooty C .

The eamnings process is not corﬁplete if, among other things, we have significant continuing involvement,
we have placed restrictions on the licensee’s ability to exploit the rights conveyed under the contract or we owe a
performance obligation to the licensee. In the case where we have significant continuing involvement or where any
restrictions remain on the licensee’s righits (e.g., no sales of products based on a specific character allowed until a
future date), we recognize revenue as the licensee reports its sales and corresponding royalty obligation to us. Where
we:have a performance obligation, minimum royalty payments are not recognized until our performance obligation .’
has been satisfied.. Minimum payments c;o]!ectcd in advance of recognition, or future minimum payments that are
assured of collection (because of the licensee’s creditworthiness) in advance-of recognition, are recorded as deferred
revenue. In any case where the licensee.is not sufficiently creditworthy, we recognize revenue only to the extent
that cash is received. If cumulative eam?ad royalties exceed the required minimum royalty payments, the excess
royalties are recorded as revenue when earned and are referred to as “overages”™. - ' C :

{

Revenues related to the licensing of animated television series are recorded in accordance with SOP 00-2,
“Accounting by Producers or Distributors of Films.” Under this Statement of Position, revenue is recognized when
persuasive evidence of a sale or licensing arrangeiment with a customer exists, wheh an episode is delivered in
acc'qrdancé‘ with the terms of the arrangement, when the license period of the arrangement has begun and the

customer can begin its exhibition, when the arrangement fee is fixed or determinable, and when collection of the

.

arrangement 'fee'is reasonably assured.
S z

Advertising Costs . o
Advertising production costs are expensed when the advertisement is first run. For the years ended

December 31, 2006, 2005, and 2004, ad@enising expenses were $3.0 million, $13.0 million and $11.4 million,

respectively. ’ o < : o P

{ . Y - . , R . ‘. e . 4

N ' * PR

Licensed-in Toy Royalties

B B e fra P
We enter into licensing agreements, which contain minimum royalty payment obligations, for the right to.-»
use third-party intellectual property in our Toy segment operations. Prepaid minimum royalty obligations-are . .
expensed based on sales of related products. The realizability of prepaid minimum royalties is evaluated by us
based on the projected sales of the related f)roducts. We record impairment losses on prepaid minimum royalties
when events and circumstances indicate :th?t the sales will not be sufficient to recover the prepaid minimum royalty.

" - o S + -4 . A Pt vt ks ' I

Studio Share of Royalties = * f : IR -0 e s
We share merchandise licensihg1 r%evenues with movie studio licensees for Marvel characters portrayed in -
theatrical releases. Typically, the studio is paid up to 50% of the total license income derived from licensing for a
specific character, in most cases net of a distribution fee retained by us, and in some instances with some
adjustments for characters that have generated sales prior to the theatrical release. In accounting for amounts payable
to studios under multi-character licensing agreements, we make an initial estimate of how minimum guarantees
recognized as revenue will be shared among the various studios. In 2006, 2005 and 2004, we provided for $23.6
million, $54.5 million and $36.7 million,'respectively, for the share of royalties due to movie studios.
{
Lo
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MARVEL ENTERTAINMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
December 31, 2006

2. Summary of Significant Accounting Policies (continued) ) ¥ LT

' . . -

Income Taxes

’ We use the ltablhty method of accountmg *for income taxes Under thrs method, deférred tax assets and
liabilities aré determined based on differences between financial reporting and the tax bases of assets and habllltles’ j
and are measured iising fax rates and laws that are scheduled to be in effect when the differences are scheduled to \
reverse. Income tax expense includes U.S. federal, state and ]ocal and foreign income taxes, mcludmg U.s. federal
taxes on undistributed earnings of foreign subsidiaries to the e)gtent that such earnings are planned to be remitted.
Income tax expense excludes taxes related to ‘the minority share of the Joint Venture as we are not responsible for )
these income tax liabilities. (See Note 8).

‘We ‘maintain a Ilablhty for contmgenc1es assoelated with known issues under discussion with tax
authorities and transactions yet to be settled based upon our ‘best estimate of the potenttal outcome.’ Liabilities for
known tax contingencies are recorded when, in the judgment of management, it is probable that a liability has been
incurred. Such liabilities are reviewed and adjusted accordingly in light of changing facts and circumstances, which
may result in favorable or unfavorable adjustments to our estimated tax liabilities in the future based on statute or
resolution through the normal tax. aud1t process.

L3 . -
Wttt * - + !

t :-.-We consrder future taxable income and potential tax planning strategies in assessing the potential need for
valuation-allowance apainst deferred tax assets. If actual results differ from estimates or if we adjust.these. .
assumptions in the future, we may need to adjust our deferred tax assets or llab111tles which could impact our
effective tax rate RPN -

Foreign Curre'ncy Translation : T _ o R ' . A

The financial p051t10n and results of all of our operations are measured using the U.S. dollar as the
functlonal currency. Assets and liabilities of foreign subsidiaries are translated at the exchange rate in effect at year
end. lncome statement accounts and cash flows of foreign subsidiaries are translated at the average rate of exchange
prevalllng during the period. ' . ’

'

Pension

‘In September 2006, the FASB 1ssued SFAS No. 158, “Employers Accoummg for Defined ‘Benefi t Pension
and Other Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106 and 132(R)” (“SFAS 1587).
SFAS 158 requires an employer to recognize the overfunded or underfunded status of a defined benefit
postrenrement plan as an asset or habrhty in its statement of financial position and recognize changes in the funded.
status in the year in which the changes occur. We adopted SFAS 158 in the fourth quarter of 2006. The impact of
this adoptron was mlmma] Aas a result of our already reporting our unfunded obligation related to the Fleer/Skybox
Plan (as defined in Note | l), a frozen plan, as a liability in the statement of financial position. - .
Stock Based Compensation _ . o C o

Effective January 1, 2006; we adopted the prov1srons'of SFAS No. 123(R) “Share Based Payment” (“SFAS
123R™), which establishes accounting for equity instruments exchanged for employee services. Under the provisions
of SFAS 123R, share-based compensation cost is measured at the grant date, based on the calculated fair value of
the award, and is recognized as an expense over the employee’s requisite service period (generally the vesting

- period of the equity grant). SFAS No. 123R also requires the related excess tax benefit received upon exercise of

stock options or vesting of restricted stock, if any, to be reflected in the statement of cash flows as a financing
activity rather than an operating activity. In connection with the implementation of SFAS No. 123R, we elected the
short-cut method in determining our additional paid-in capital pool of windfall benefits and the graded vestmg
method to amortize compensation expense over the service period.
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MARVEL ENTERTAINMENT, INC.

NOTES:TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
|

December 31;:2006

2. Summary of Significant Accountin'g Policies (continued): -2iui'e goiin « 0 =T e e A,

Prior to January 1, 2006, we accounted for share-based compensation to employees in accordance with..y+
Accountmg Principles Board Opinion No 25, ("APB, 25”) “Accountlng for Stock Issued to Employees and related
tnterpretattons We alsé followed the dlsclosure requtrements of SFAS 123 “Accountmg for Stock Based
Compensatlon as amended by SFAS 148 “Aceountmg for Stock-Based Compensatton Transmon and
Dtsclosure” We elected 10 adopt the modtﬁed prospectlve transition method as prov1ded by SFAS 123R and
accordmgly, f'mancral statemert amounts for the priof penods presented in this Forrft 10 K, have not been restatcd to
reﬂect the fatr value method of expensrng ‘share-baséd compensatton SFAS 123R requrres s entities to esttmate the '

] dr DA
number of forfeitures expedted to occur and record i ¢éxpérnise based upon the” number of awards exp.ecte’d to vest .
J S

Prior to adoptlon we accounted for forfeitures as they occurred as perrmtted under prevrous accountlng
standards The cumulatlve effect of adoptmg the change ll"l esttmattng forfe1tures was ot 1 materl‘al to our results of
operattons for2006 ’ K B GEAT Dat e et Dl

AN

o

bt Tty L PR N S SOPUIE A Sy B AR IPUR L R TR T O A f.bf-:‘.mﬂ!
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Stock Opnons .

Upon adoption of SFAS 123R, we commenced recognizing, over the:i Temaining requisite service period; the
compensation expense associated with the unvested portion of previously granted stock option awards that remained
outstanding as of January i1, 2006, in our accompanying Condensed-Consolidated Statement of Operations for the
year ended December.31, 2006. There have been no stock option awards issued during 2005.0r2006; During:thei.
year ended December 31,2006, we recognized $5.9million.oficompensation expense; associated with-stock options;
which was classified in selling, general and administrative expense. The charge for the year ended December 31;-%2
2006, net of income tax benefit of $2.3 mllllon has reduced basic and diluted earnings per share by $0.04. In
addition, prior to the adoption of SFAS 123R, we presented the tax benefit of stock-based awards as operating cash'
flows. Upon the adoption of SFAS [23R, tax benefits resulting from tax deductions in excess of the compensation
cost recogmzed for stock-based awards are classrfled as ﬁnancmg cash flows The tax beneﬁt to be realized from |
stock based compensatton totals 564 '8'million and $7.4'million for the years ended December 31 2006 and 2005 -
respectrvely In'accordance with the prdvrslons of SFAS 123R, 6n January 1, 2006, wé reclass1ﬁed $6.2 mtllton of °
deferred stock compensation to addtttonal paid-in capital in the accompanying condensed consblidated balance™ ***!
sheet.

¥

H AT}

Cons1stent with, our valuation method for the disclosure- only provrsrons of SFAS 123, we are usmg the
Black- Scholes optlon pncmg model to’ value the eompensatlon expense assoc1ated with' our stock option’ a'wards
under SFAS 123R ‘In‘addition, we estlrnate forfeltures whén recogmzmg compensatmn expense assocrated w1th our
stock opt1ons and we will ad_lust our est:mate ‘of forfe1tures when they are expected to dlffer “For the* year ended
December 31/ 2006"forfe1tures are esttmated to not be, materlal Kéy 1nput assumpttons used 10 esttmate the fatr
value of stock opt1ons mclude the market value of the underlymg shares at the date of grant the exercrsc prtce of the
award; the éxpected optton term, the expected volat111ty of our stock over the optlon s expected term ‘the nsk-free
interest rate over the option’s expected term and our expécted annual dividend yreld e

‘ i

\.‘l

The total remaining unrecogmzed compensation cost related to nonvested stock option ‘awards wast & Mo e

$2.3: million as of December 31, 2006, whtch is all expected to be recognized in 2007" ©OTBLEH P
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MARVEL ENTERTAINMENT, INC,

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
December 31, 2006
2. Summary of Significant Accounting Policies (continued) - * L

A+ The following table illustrates the effects on net income and earnings per share for years ended Detember
3112005 and 2004, as lf we had apphed the fair value recogmtiou prov1s10ns of SFAS 123 to share—basecl employee

awards.. © >+ . oot ol . ot A
P Y P I I BT R TR (PR
PRI IPRRRTIE § TEVL I PR € T . R I .. - Fie . o PP RUREE R H
- Years Ended December3t; ..t il
2005 2004
s (In thousands, excepi per share data)
BT LI TR TR N I e CoL ’ e T R
B = - - j—.r * T f !
l_bie:_i_n_"cgygg‘gsmygoned $ 102819 ' § . 124,877 l
Add: Stock-based compensation expense included in
rted net income, net of taxes 3,059 2,507 * '
JDeduci:Tmal stock-based compensation éxpense : - R
) deteminedunderfair-\'alue based method for all awards, net of taxes - - . (8,831 4 L oi(12i807) 4 -
o Profonuanetmcome R ‘ R | 97,047« .§- T . ]1457? DS
o . L ) . ] Lheg ! 3 [ 2?’51} ’ [
Bastc cammgsper sha.re . : i . i
[T ) g A R N AR v AT P T X . v ]
As reponed e $ 103§ 1.17
LT PSR P - Tk | E BT 2 Io D R I RS - S ' v
. l Pro-forma PR 097 0 . e 1 K114 .
LA P T a Il i ~ L=t e R L
3., Diluted eammgspe‘rshate . L { ! . Lz R
. .As reporied . : : . : 097 gl VRN l e s
A TS L Profrma - A, Do . . w092 o T T L S
L T N S o A b Cr

oS R RN L S ! 3 . ol R v
The fair value for each option granted under the stock option plans was estlmated at the daté of grant inder
a Black-Scholes option pricing model. The weighted average assumptions for the 2004 grants are: risk free interest
‘rates ranging from 2.81% to 3.96%; no dividend yield; expected volatility ranging from 0.48 to 0.58; and expected .
life of 5 years, There were no options granted during 2005 or 2006. The Black-Scholes option pricing model was
developed for use in estimating the fair value of traded options which have no vesting restrictions and are fully
nsferable In addmon the option valuation model requires the input of highly subjectlve assumpnous Because -
our employee stock optlons have characteristics signifi cantly dlfferent from those .of traded opt1ons and because .
changes’i in. the sub_]ectlve mput assumptlons can materially affect the fair value estlmate in management s opmlon, -
the eXIStmg model does not necessanly provrde a reliable measure of the fair value of our employce stock optlons '

al

rot N i

B [ P . a *a P L

Fmr, Vm’ue of Fmanaal Instruments

e The estimated falr value of certam of our financial mstruments mcludmg cash and cash. equwalents :short= .
term mvestments, current portion of accounts receivable, accounts payabie and accrued expenses approximiate their
carrying amounts due to their short term maturities. The carrying value of our-auction rate municipal bonds - . ...
approximates their. fair-value due to their.variable interest rates, which:typically reset within 35 days. The non- - -
current portion of accounts receivable have been discounted to their net present value, which approximates fair
value: The carrying value of our.Film Facility debt approximates its fair value because the interest rates appllcable to
such debt are based on floating rates identified by reference to market rates. .The.fair value of the interest rate cap :
agreement ($2.0 million and $3.5 million at December 31, 2006 and 2005) is the estimated amount that we would
receive t6 terminate the agreement as of the balance sheet date. Lo PRI

?.‘l""l" ; ) . . - . . .o .. o _‘_'_
‘Conceutranon othsk R O . T ey,

;'

st Substantlally all of our toy products are manufactured in Ch:na ‘which SllbjeCtS us to risks of currency
exchangc fluctuations, transportatlon delays and interruptions, and political and economi¢ dlsrupnons ‘Our ability to
obtain products from our Chinese manufacturers is dependent upon the United States' trade relationship with China.
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MARVEL ENTERTAINMENT, INC.

NOTES TO CONSOLIDATED.FINANCIAL STATEM ENTS (continued)
December 31, 2006

2. Summary of Significant Accounting Policies (continued) S : LTIV

We generally require.toy customers who are shipped products directly from East - Asia to secure their orders
with an irrevocable letter of credit or advance funds. Our publishing and licensing activities generally do not require
collateral or other security with regard to balances due from customers. We extend credit to our customers in the
normal course of business and perform periodic credit evaluations of our customers, maintaining allowances for
potential credit losses. We consider concentrations of credit risk in establishing the allowance for doubtful accounts
and believe the recorded allowance amount is adequate. :

25 1

We distribute our comic books to the direct market through a major comic book distributor. Termination of
this distribution agreement could significantly disrupt our publishing operations. ‘ :

N
r
Income Per Share .

In accordance with SFAS No. 128 “Earnings Per Share”, basic income per share is computed by dividing
net income attributable to common stock by the weighted average number of shares of common stock outstanding
during the periods. The computation of diluted income per share is similar to the computation of basic income per
share, except the number of shares is increased assuming the vesting of restricted stock and the ex'eréise of dilutive
stock options and warrants, using the treasury stock method, unless the effect is anti-dilutive. For the'years ended
December 31, 2006, 2005 and 2004, 948,508, 1,391,987 and 1,353,969 of stock options, respectively, with exercise
prices greater than the average fair market price for a period, were anti-dilutive and not includéd in the diluted
earnings per share calculations because of their anti-dilutive effect. In addition, a warrant, issued in 2005, to
purchase 260,417 of our common stock with an exercise price greater than the average fair market price for a period,
was anti-dilutive and not included in the diluted earnings per share calculations because of its anti-dilutive effect
during 2005 and the first three quarters of: 2006. In the fourth quarter of 2006, the warrant was in the money, and
included in the diluited earnings per share calculation. : S A

. i oo N C T
Recent Accounting Pronouncements

- e 3 [, 7 S . L . i

.- . } H . , 3 . . ' . . - . C

" In July 2006, the Financial Accounting Sta{ndards Board (“FASB”) issued FASB Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement No. 1097 (“FIN 48”), which

clarifies the accounting for uriéertaipty in income tax positions. The validity of any tax position is a'matter of tax

law, and generally there is no controvers “about recognizing the benefitof a tax position in a cqrnpahy’s‘ﬁn'ahci'al
statements when the degree of confidence is high that the tax position wili be sustained upon examination bya
taxing authority. However, tax law is subject to varied interpretation, and whether a tax position will ultimately be
sustained may be uncertain. FIN 48 reqfxires the Company to recognize in its consolidated financial statéments the *
impact of a tax position that is more likely than not to be sustained upon examination based on the technical merits -
of the'position. In-addition, FIN 48 requires interest to be.recognized on the full amount of deferred benefits for + .~
uncertain tax positions. The provisions of FIN 48 will be effective for Marvel beginning in 2007, with the - .-
cumulative effect of the change in accounting principle recorded as an adjustment to opening retained earnings (as
of January 1, 2007). Upon adoption, we estimate that a cumulative effect adjustment of not more than $25 million.
will be charged 1o our retained earnings to increasc reserves for uncertain tax positions and related accrued interest.
This estimate is subject to revision as we complete our analysis. : e e e
- ‘ PR o o [ , ., i .-

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS 1577). SFAS 157.-
defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles and
expands disclosures about fair value measurements. SFAS 157 is effective for financial statements issued for fiscal
years beginning after November 15, 2007 (our fiscal year beginning January 1, 2008), and interim periods within
those fiscal years, We are curreritly ?val:nxating the effect of this Statement on our consolidatéd financial statements.

. ' .
’ . . ST
‘ . o - - .. '1" T,
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MARVEL ENTERTAINMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
December 31, 2006
2. Summary of Significant Accounting Policies (continued) - . Co . o

In September 2006, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin
(“SAB™) No. 108, “Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current 4
Year Financial Statements.” SAB 108 provides guidance on the consideration of effects of the prior year '
misstatements in quantifying current year misstatements for the purpose of a materiality assessment. The SEC staff
believes registrants must quantify errors using both a balance sheet and income statement approach and evaluate
whether either approach results in quantifying a misstatement that, when all relevant quantitative and qualitative
factors are considered, is material. SAB 108 is effective for the first annual period ending after November 15, 2006.

We adopted SAB 108 in the fourth quarter of 2006. The adoption did not have a material impact on our
consolidated financial statements,
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MARVEL ENTERTAINMENT, INC,

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (c¢ontinued)

L December 31,2006
3. Details of Certain Balance Sheet Accounts <« - .. 2 bt P
1o o 4 ' L oA ke - " . iiecembér?ol, M .
it Jooer amghed L u 4 ! 'l""‘l it L LR T VTN qoos ~HA B hgne “
- - o AR TR et ) - (in thousands) e
Taccounts receivahtc, met, cunsists of the fol_l_oy_'[!:_g! g . : . v },
Toys: ‘ oot o o iy, 4 r A Y . et
: Accounts receivable 1,y e " S 16,221, t] 982}
" Less allowances for; . -, LA . . . L3 . ‘ N
[ Doubtful sccounts j . (32:9 @] .
Sales discounts '+ 0 T e v c ST sy T C2866)
( Total toys } 710,551 6628 ] *
Publishing: .
Accounts receivable [ | 27,706 22,8551
Less allowances for: <
! Doubiful accounts B {179 179
Allowance for returns D (13,162) (9,350)
[ Total publishing ¥ 14,365 13,330 |
Licensing: - o
Accounts receivable K 36,076 42640 |
Less allowances for doubtful accounts T (1,604) (3,490}
L Total licensing B | 34472 39,150
Total. ; $ 59,392 $ 59,108
—
Inventories, net, consists of the follawing: r
Toys: L
; Finished goods _r $ 734 s 1,098__]
Compaonent parts, raw materials and work-in-process 79 50
[ Total toys 813 1,145 |
Publishing: L
Finished goods ¥ 4152 3741 )
Editorial and raw materials i 5,259 4,288
Total publishing ' 9,411~ 8,029
Total L 5 10,224 5 9,177
;ﬁ\__ccg.up_qmr.eseiiftb!@;llsen_S.!.n_g, non - current portiotﬁ are due as follovs:
2007 . s - 5 14,194
2008 j B 12,015 6547
2009 : 1,446 1,146
[ Discounting ¥ (583) (1,597}
- Total < s 12879 $ 20,290
Accrued royalties consists of the following: B
Merchandise royalry obligations X $ 2,130 $ 59011
Freelance talent : 2,807 2,016
[ studio share of royalties N ] 63,530 57,974 |
Total 1, 3 68,467 $ 65,391
{Acg;_u_ed_ expenses and other current liabilities l:ornsl.'i‘r f the following: l
Accrued adventising costs i § - $ 2,994
[ tnventory, purchases il 3 7413 34761
Bonuses ) 8,319 6,302
[_Fleer pension obligation B i 380 2251
Litigation accruals o 897 8,090
[ Licensing common marketing fund i § 8,345 3371 |
TBW Termination Fee ) - 12,501
[ interest _ x 2,175 1853 ]
Treasury share purchases L = 7,407
[ other accrued expenses i 1 11362 9109 ]
b $ 38,895 $ 57,360

Total
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MARVEL ENTERTAINMENT, INC.

NOTES'TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

December 31,2006
RPN R R AR R B M
4. Debt Financing ' | ety P
Film St iy Gatigaiion " "1 TP S

i, - On Septémber 1, 2005; we closeda $525 million financing, through our wholly-owned cénso!idated HHCES
subsidiary; MVL.Film:Finance LLC, that wilt enable.us to produce our. éwn slate.of feature films (the “Film.. _-u:in
Facility”). : Borrowings'under the, Film Facility are non-recourse to us and our affiliates, other thaii MV Eilm .4
Finance LLCMVL:Film Finance LLC has pledged-all-of'its assets; principally ‘consisting of the tHeatricalfilm» .
rights to the characters included in‘the:Eilm Facility, as collateral for the borrowings.  The FilmFacility; whichsw.
expires.on September 1, 2016 or sooner if the films produced under the Film. Facitity fail-to meet certain defined . ..
performance measures, consists of $465 million.in revolving senior bank debt and $60 million in debtiréferred to as..
mézzanine debt,swhich.is subordinated to the senior bank debt: An insurarice company:has insured repayment/of the :
senior debt: The rate fof the senior barik débt, including the insurance company’s féés, is LIBOR (5.36% ats m 11
December 31, 2006) or the commercial paper rate, as applicable; plus 1.635%: The interest rate-forithe'mezzanine.:
debt is LIBOR plus 7.00%. Pursuant to the terms of the financing, the mezzanine debt will be drawn first and wi]l
remain outstanding for the life of the senior bank facility. We must comply with a minimum tangibie net worth: "=s,~,
covenant and vanous administrative covenants. In addition, conditions to the initial ﬁ.lndmg of the fifth film to be
produced under the Fllm Facnhty, ‘and each ﬁlm thereafter ‘are the sausfacuon of an mtenm asset test and forelgn
pre- “sales test; as deﬁned in the Ftlm Famhty Hoe "'a R :“ , LI
il I.A“'I,lfc MU ST A .’h R T AL T LA L LA« PR B L. W vt
We entered mto an mterest rate cap agreement in connectlon with the F11m Facnhty whereby LIBOR i , N
cappéd at 6. 0% Tor debt' outstandmg under thé F1lm Fac111ty up to, clertam sttpulated not10na1 amounts Whl?:l'l vary i
over the term of the Film Facility, The notional amount of tHe interest rate Cap agreement at Decembet 31, 2006 and

2005 was $32 million and $26 million, respectlve]y The interest rate cap is recorded at fair value ($2 0 n'Illlan) and '

included in other assets in the accompanying balance sheet at December 31, 2006. Fair value of the interést rate cap‘
at December 315 2005;was ($3.5 million). ;The-interest rate cap expires.on October 15520047 v o w7y o
B L T S CIMINTS TOC ) PR
As of December 31, 2006, MVL Film Finance LLC had $33.2 mllllon ($25 8 million as of December 31,
2005} in outstanding mezzanine borrowings under the Film Facility. The initial borrowings.in;2005 wereused;# ",
primarily to finance transaction costs ($21.3 million) related to the closing of the facility and the purchase of an
interest rate cap.($3.2 mitlion) whereby .LIBOR,is capped at-6.0%:for outstanding debt under the facility up to
certain varying.amounts; The remainder of the borrowings-were;used to-fund'the-interest payments of.the Film- A
Facility.--The transactlon costs are being amortized over the,minimum expected term of the facility, whlch ool e
approximates,4: 51years R B T T RN CI It PINE F RV S SRR PP IR PRE 1 s
(U RTINS T SR T L ORI PUE P RS PO 0 S ST SR T 1o R SR Y N TR ) k|¢1,-...u.,
“%noap<dn connectlon with the closmg of the Film Facility, we issued.a warrant to purchase 260,417 -shares of our,}.
common stock at aniexercise price of $21:11 per share to.a consultant for a finder’s fee and payment, for services s, z4
rendered in.connection with structuring the Eilm Facility. The fair value of this, warrant (estimated using a Black- ¢
Scholes pricing model with the following assumptions: a risk free interest rate:of 4. 02%, no.dividend: yield; expected

volatility.of 0.391; and an.expected life of two years) of'$1. } million-was included in-the transaction costs discussed,

above. This warrant may be.exercised at-any time through® August B Y B N L LI T P U0
Tl T LTy LA LT ot} e o, w ™ e i Lt T il e A TS

I L T O T T O T B T | T U Lo O U L DR
Ry o L L T R Rt B A L R Y Ard - h
R KA S I T TP L : T SO LT PR EPUL S P RIS WETR E DRIV W il

R R WP R R IE g e L ey e nmeehe s e b et
Foas Lt r e b e enanes w2
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MARVEL ENTERTAINMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

_? December 31, 2006

4. Debt Financing (continued)

Credit Facility

On November 9, 2005, we entered into an agreement for a credit facility with HSBC Bank (the “HSBC
Credit Facility”) to provide for a $150 million revolving line of credit with a sub-limit for the issuance of letters of
credit. The line of credit under the HSBC Credit Facility changed to $125 million on September 30, 2006 and will
change again to $100 million on March31, 2007. The facility expires on March 31, 2008. Borrowings under the
HSBC Credit Facility may be used for working capital and other general corporate purposes and for repurchases of
our common stock. The HSBC Credit Facility contains customary event-of-default provisions and covenants.
regarding our net worth, leverage ratio and free cash flow. The HSBC Credit Facility is secured by a first priority .
perfected lien in (a) our accounts receivable, (b) our rights under the toy license with Hasbro and (c) all of our
treasury stock repurchased by us after November 9, 2005. Borrowings under the HSBC Credit Facility bear interest
at HSBC’s prime rate or, at our choice, at LIBOR-plus 1.25% per annum. As of December 31, 2006, we had $17.0
million outstanding under the HSBC credit facility, which was fully repaid in January 2007. There were no
borrowings under this facility as of Dec1ember 31, 2005. . : -

.

Senior Notes

 On February 25, 1999, we completed a $250.0 million offering of $enior notes (the ‘.‘Senio‘r Notes”). The
Senior Notes were due on June 15, 2009 and bore interest at 12% per annun payable semi-annually on June 15th . '
and December 15th. We redeemed all of these notes on June 15, 2004 with available cash resources, which resulted
in a non-recurring charge of $3.2 million associated with the accelerated write-off of previously unamortized
deferréd financing costs, and a non-reci‘ln"ing charge of $9.0 million related to the 6% premium stipulated by the
terms of the redemption, which were included in 2004 interest expense. '

“Iron Man Faéflity ' o ' ‘ ) '. _ o
On February 27, 2007, we closed a $32.0 million financing which may be used to partially fund the

production of our fron Man feature film. See Note 13.

5. Stock Compensation Plan

On April 28, 2005, our stockhblders approved our 2005 Stock Incentive Plan (the “2005 Plan”). Since that
date, new awards can no longer be made under our 1998 Stock Incentive Plan (the “1998 Plan™) (together with the
2005 Plan, the “Plans™), but all outstanding awards under the 1998 Plan continue in accordance with their terms.
The 2005 Plan authorizes a range of awards including stock options, stock appreciation rights, restricted stock, other
awards based on common stock (including “phantom” stock), dividend equivalents, performance shares or other
stock-based performance awards, and shares issuable in lieu of rights to cash compensation. Eligible recipients of -
awards under the 2005 Plan include officers, employees, consultants and directors.” Under the 2005 Plan, 4.0 million
shares. plus the approximately 2.6 million shares unused (out of 24 million authorized) under the 1998 Plan at the."
time of the 2005 Plan’s inception, along with shares subject to awards under the 1998 Plan that are not delivered to
the award’s recipient (e.g., because the recipient’s employment ends before the award vests), may be the subject of
future awards. Under the 2005 Plan, no more than 2.0 million shares plus any unused portion of the preceding
year’s limit may be the subject of awards to any one person during a calendar year as “performance-based”
compensation intended to qualify under Section 162(m) of the Internai Revenue Code. During any five-year period,
no more than 250,000 shares may be the subject of awards under the 2005 Plan to any one non-employee director.
Options granted under the 2005 Plan may not be “repriced” (as defined in the rules of the New York Stock
Exchange) without stockholder approval. Our practice has been to provide newly issued shares upon exercise of
stock options and for granting of restricted stock.

i

| -
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MARVEL ENTERTAINMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
December 31, 2006 -
5. Stock Cdmpensation Plan (continued) oo )

Information with respect to options issued under the Plans is as follows: = ...

. ) s o ‘ - ' Weighted
: " Average
. T : e e Exercise
o L . . L . Shares : Price
R, S S, S U O L S .
-0utstandmg at Januatyil, 2004, o . 14625414 - $ .53 304 Z
Canceled d e R e <, (281,466). . S, 1243
[ Exercised = & L 521200 8 .
T Granted . L 1,333,500 §
Outstanding atDecember 31,2004 _ G0 ... 1315046 . S 655
Canceled ) ] . - (31,336) $
[ Exercised . - R (L133,154)___§
Outstanding at December 31, 2005 e C ... 13985756 .- § 666
[ Conceled . oo i R - (19,246)___S 1782
Exercised . e (1 1,025,606} __§ 425
. "Ouistanding at December 31,2006 . . .2380904 _ § 1554

Tt e "

" Stock options outstanding at Deceimber 31, 2006-afe summarized as follows:

b . : . oo

- Weighted Average Weighted r Weighted
Outstanding Remaining Average Exercisable Average
Range of Options at Contractnal Exercise At Exercise
Exercise Prices December 31,2006 _ Life - (Years) Price = December 31, 2006 Price
[ v 18975328, 87,460 L1487 $ 2050 BIA60 $ 205 ]
$3.29- $6.61 915,879 349 . % 487 915,879 3 4.87
[ %3699.81163 113,500 636§ 105U .. % 113,500 § 1051 7]
$15.42 * §21.50 1264065 312 $§ 1884 1051971, §  189]
Lo '$25.00- $35.00 500000 v . 234 8§ 3000 - 500, 000 __';Sr'__ 30.00

At December 3 1, 2006, 2005 and 2004, there were 2,668,810, 12,984,579 and 12,624,295 exercisable -
options with a weighted average exercise price of $15.26, $5.91 and $5.40, respectively. :

Options granted under the 1998 Plan vest generally in three equal annual installments beginhing twelve
months after the date of grant. No options have been granted under the 2005 Plan. At December 31, 2006, the
weighted average remaining contractual life of the options outstandmg is 3.27 years. We expect that substantially
all outstanding options will vest.

The aggregate intrinsic value of outstandmg opuons as of December 3l 2006 was $34.3 million, of which
$32.7 million were vested. The intrinsic value of options exercised during the year ended December 31, 2006 was
$173.3 million, including $97.3 million related to the exercise of options by our Chief Executive Officer and largest
shareholder, as described below. The intrinsic value of options exercised during the years ended December 31,2005
and 2004 was $17.2 million and $8.3 million, respectively.
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Ml;iRVELlEN.TERTAINMENT,’ INC.
NOTES TO CONserIDArED FINANCIAL STATEMENTS (continied)
‘ 2 December31; 2006
5. Stock Compensation Plan (continlléd) | : ' : v omet e, ':arr.lu e

. i

Exercise of Options for Restricted Stock+is - .+ 07 - Lo dew” oo g
' ' L W

T SRR LT

) On November 30, 2001, we entered into a-six-year employment agreement with Mr. Perlmutter, our Chief
Executive Ofﬁcer (since 2005) and largest shareholder. Under the agreement, Mr. Perlmutter received six-year
options to purchase 5,925,000 common shares at a price of $2.41 per share. These options were exercised on June 2,
2006. Shares obtained for the exercisc of these options are restricted shares until they vest. The fair value of these

- shares, which is based upon the Black-Scholes valuation of the exercised option on its original grant date, is $1.87
per share. The vesting period for these restncted shares is one-third on the fourth, fifth and sixth anmversary of the
agreement. As of December 31, 2006, 1, 975 000 of these shares remain unvested and are not included iri-the table of
restricted stock below. * -+ 1 N ‘ o

- I . . 2k}
ey ‘

- Restricted stock grants generally vests on the second and the third anniversary dates of the grant*The -
aggregate market value of the restricted stock at the dates of issuance was $5.9 million, $6.7 million and-$4:0°"
million for the years ended Decémber 314 2006, 2005 and 2004, respectively, and is being recogmzed over thé'’
vesting period (the period over'which restrrctlons lapse). In addition, when recognizing compensatron expense
assocrated with our restrictéd stock; we estimate forfeitures, based on historical trends, and will adjust estrmates of
forfeitures when they are expected to dlffer At December 31, 2006, we estimate that 13% of restricted stock grants
will be forfeited within the first year.of the date granted, an additional 7% within the second yéar of the date- granted
and 1% within the third year of the date, granted :

For the years ended December 31, 2006, 2005 and 2004, we recognized $4.3 million, $4.8 m11110n -and $3.6
million, respectively, of compensation expense associated with restricted stock, which was classified in seiling,
general and administrative.expense. L

-~t.The following table summanzes the status .of ourtestricted shares through December 31, 2006:

R DK w o S r. Ghae ¥ ’ t e
L th By A IIENE TR . L r. o H i
, o i _ Weighted L
AL R 1 D LA S _l“._:.‘.‘l Joloade wd 0 el L Average o et S e
i ) Exercise
Cha "'- ‘ . [ Shares -Price ..

TN 177 MG N b2 v s
'_ 214,800 ) )

Outstandmg at Janvary 1, 2004;; i
Granted during 2004

[ Forfeited during 2004 737 ‘&
Outsmndmg at December 31 2004
I” Granted during 2605 ‘
Vested during 2005 -
Forferted during 20057 R i
P Outstandrng at December3l 2005 ) mb s 501,907 )
[ Granted'during 2006 . %713 il 382,526 LR
Vested during 2006 (151,925}
L“Forferted dllﬂﬂg 2006 i o (155,984) i TR .
’ L2 Outstandmg at DecemberBl 2006 ) T 546,524 " ° " 18, RN
o, .{K - . 5 NI e Wl‘ e en)! W0
B T L T N ST .‘c.,_-_f,‘. .
tegrwot h an H, o |"p

_ The total remaining unrecogmzed compensatmn cost related to restricted stock awards is $4.7 rmlhon as of
December 31, 2006, The welghted average penod over which this cost is expected to be recogmzed |s ‘1.5 years The

werghted average falr value of restricted stock vestéd durmg thé' year ended December 31, 2006 was $17. 43 per g
share Ve N p-UN i l A et R R P T o i i
i . ! P (.:.’s.- ot ot _‘i“-l ' '.'""l-f\' LA e o . ‘ 0 l)"_' [T A N .11.
. . T N U R A R '. :
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MARVEL ENTERTAINMENT, INC.
NOTES:TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
Decéniber 31,2006

5. Stock Compensation Plan (continued) IR

..+, As of December-31,:2006, we had reserved a total of 9.3 million shares of our.common stock:for issuance

under.the Plans,;including/6.4 million shares that are available.for future grahts under.the 2005 Plan:»» . ey
fr,,::.,' e B e g e N P AT N s TP R I S I
At Phantom Stock: G tn e Y A T e e S L L o e

] . [l .
i nIA'I‘le ‘.4"" ) [P IR LA ool - T, e e P N Y e

¢ .22t" “Wethave issued to certain’ employees phantom stock units- that generally vestiover a three-year period and™-
are’settled through a-¢ash.payment equal to'the fair value of our.common stock-at'the vesting date: In addition{ we .
estimate forfeitures when'recognizing compensation expense ‘associated with phantom stock units,.and-we will = .11
adjust our: estimate of forfeituiresiwhen: they are expected to differ~For the year ended Décember 31, 2006 and 2005,
forfeiturés were estimatéd:toniot be material. Weé records a liability for amounts expected to be payable for phantom
stock units, based on the fair value of our common stock at'the balance sheet date'lessrestimated forfeitures: The 7> -
expense associated with phantom stock umts for the years ended December 31, 2006 and 2005 was $0.5 million and

$0|mrlhon respectlvely PIER AR U U O A R Co bt v
A LT S R L T« IR RO L PSRt AL N I P S L P T O O T A
6. - Sales: to Major Customers and International Operatlons R L A L PN
b e r,? Mg ‘hnl ATan et Lo oot AL AT T T SR RN !
13 Crédit is ‘€xtended-basedton an evaliation’of thé customer's financial condition’ and generally, collateral is'"
not requlred Credit’ Iosses are. provrded for in the financial- statements and have been consistently within ‘- . . "L
managemems expectatlonsh b T el e P R S T P R &
I.. ir, -"""s'."' Mt G ""’.'” ‘:t“'a‘n' '1"»‘7. T ST ’."}. R !!It‘ FELEEL A P

Dunng ‘the year ended December 3142005, oné custormer, in the Llcensmg segment accounted for 16% of:

our consohdated net sales.!Duiring the-yeat ended Decéinber'3 1, 2004, oné customer ‘in the Toy segment, laccounted f

_ for'3% of ol consolidated et sales!: In'addition; we d1str1bute oir ¢omic books to'the direct market throuigh'a

major comic book distributor. Net sales made through this distributor accounted for 22%, 19% and 12% of cur -
consolidated net sales for the years ended December 31, 2006, 2005 and 2004 respectlvely

L TN T A RS SR W AR R T kN o f

e

" Royilty and service “fee income from TBW, recorded in the’ Toy segment accounted for 13%of ' ¢

1 3
t_. oo T BEREANE T

consolidated net sales™fof the year énded Décémber 31, 2005. : - ’
LT T LA I S R LT T 1 AL ’:‘-' T I 8 BN EN R TRy
""‘Dunng the year endéd December'3 |, 2006, three customers-accountéd for 29%,'14% and 1 1%, S R
respectlvely, ‘of the Toy segment s net sales! During 2005 one customer accounted for 28%-of the Licensing * #+?Tifs
segment’s Tiet sales+In 2004, two customers (other than TBW) accounted for 32%'and 10%, respectively,'of the on
segment 5 net 'sales. Net siles through our major comic book distribitor accounted for 70%’ of the pubhshmg E
ségment net sales'for éach’of the years efidéd Décember 31, 2006, 2005 and 2004, - ;ll‘n A ‘ ® _‘“' e >:
Th ' L AR FIRA
Our wholly-owned Hong Kong subsidiaries supervise, with agency support, the manufacturing of our
products iri China and scli such products internationally? All sales by our Hong Kong subsidiari¢s'are made F.Q.B.
Hong Kong against lefters of crédit'andiothier cash arrarigéments. 'During thé years ended Décémber 31, 2006, 2005,
" and 2004 international sales were approximately 30%, 34% and 35%, respectively, of total nét toy sales Diifing the '
years ended December 31, 2006, 2005, and 2004 the Hong Kong operations reported operating income (loss) of
approxXimately $8.9 million, ($0 2’'million) and $6.3 million arid income beéfore incore taxes of approxlmately $8.9
million,/($0:1 thillion)-and $6.4 million,respectivély.” At December 31; 2006 and 2005, we had-asséts in Hong' Kong
of approximately $11.2 million and $1.7 million, respectlvely, excluding intercompany amounts. “The: Hong'Kong i
subsidiary’s retained earnings were $60.4 million and $52.9 million at December 31, 2006 and 2005, respectively.
Repatriation of such eamings to the United States would bear nominal income taxes, if any.
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MARVEL ENTERTAINMENT, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
December 31, 2006
7. Toy Licenses .

¢~ We have entered into a license agreement with Hasbro, Inc. (*Hasbro™) under which Hasbro will have the

exclusive right to make action figures, plush toys.and certain role-play toys, and the non-éxclusive right to'make =
several other types of toys, featuring Marvel characters. The license gives Hasbro the right to sell those toys at retail
from January 1, 2007 (earlier, in the case of the “Itsy Bitsy Spider-Man” item) though December 31,2011 (subject
to extension under certain circumstances). We agreed to provide brand expertise, marketing support and other
services to Hasbro in connection with the licensed toys. Hasbro paid us an advance of $105 million under the license
in 2006. The advance is being recognized as revenue based upon sales of the related character-based merchandise as
reported by Hasbro. As of December 31; 2006, deferred revenue related to Hasbro was approximately $100 million.-
All Marvel character-based toys previously produced for retail by TBW have been produced and sold by our Toy ",
segment in-2006. In 2006, FBW acted as a sourcing agent to us and, in that capacity, helped us locate suitable
factories in China for the manufacture’'of certain of our toys. . . .. B e T JO Cop e

t . . ‘. N . T * T * o .

The year 2005 was the final year of our 2001 toy license with TBW, under which we licensed to-TBW:the -
right to use the Marvel characters (other than characters based on the Spider-Man movies) in producing and selling
action figures and accessories, and certain other toys. The license also permitted TBW. to use_the “Toy'Biz” name. -
Under a separate agency agreement, Marvel aiso provided product development, marketing and sales services for
TBW in exchange for a service fee. We received royalties and service fees from TBW based on TBW's sales of
Marvel-designed toys produced and sold by TBW. On December 23, 2005, we terminated both the license and ;1.
agency agreements with TBW effective January 1, 2006 (one year ahead of their scheduled expiration date). In . .o
connection with this early termination, we incurred a termination fee in 2005 of $12.5 million, which is recorded in
selling,-general and administrative expenses in the accompanying Consolidated Statement of Net Income. We were
also parties 1o agreements with TBW which required us to provide TBW with certain administrativeand . . - .
management support for which TBW reimburses us. Those agreements were alsoterminated along with the TBW __,

license agreement. : L C . , T CLL R

. : 3 ¢ T, r

During the years ended December 31, 2005 and 2004, we eamned royalties from TBW of $25.3 million and
$9.3 miilion, respectively, from TBW’s.sale of:Marvel related toy products licensed to TBW. Additionally, we
earned service fee income from TBW.of $26.5 million, and $5.9 million in 2005 and 2004, respectively, in exchange
for design, marketing and sales services performed by us. For the years ended December 31, 2005 and 2004, we
were reimbursed $8.3 million and $8.2 million, respectively, for administrative and management support. Such
amounts have been recorded as a reduction to selling, general and administrative expenses in our Toy segment. ...
Additionally, TBW provided certain administrative oversight functions on our behalf and received commissions of ,
$0.7 million, $0.1 miltion and $0.2 million in 2006, 2005 and 2004, respectively. Pursuant to the terms of the .
termination of TBW’s license agreement, we purchased TBW’s-existing domestic inventory of finished goods as of
January 1, 2006 for $6.3 million. '} ‘

- We also produce and sell toys based on licensed-in characters such as Cliri,bils George and characters from
Code Lyoko. Minimum royalties associated with these licenses are not significant.,These operations are not affected:

by the former license and other arrangements with TBW. ; : R T L T
el L at ey V! AL R TP B ) . v, T ao. o
< .- Allroyalties received by us from the sales of toys.licensed to parties other then Hasbro or TBW. during

2006 and prior were.recorded as royalties in our Licensing segment, as we did no product development, marketing,
sales or other services for these licensees. T I e o

L] . i [ . i - " e
e L el L - A RAENT . . - e L AT

Y ‘
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MARVEL ENTERTAINMENT,

INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS {continued)

December 31, 2006

8. Income Taxes

The provision for income taxes is based upon income before taxes as follows:
. . . ’ : . - .

v

*’ Years ended December 31,

o . . L L - C 20060 .0 2005

2004 i

Lo oo o ol " (ih thousands) MRS ;
United States s 88327 S 170,926 S 200,500 |
R Foreign jurisdictions , 10,473 -, . 122 . 7 . 6,372
—— .
30 . [Total . : h) 98,800 § 171,048 § 206,872_} ' '
AT T VI . . oL ,- ' . [
'+ The provision (benefit) for income taxes is summarized as follows: s o :
S o bt »Yesrs endéd December 31, '
2006 2005 =T -7 004
(in thousands}
Chment: oo N L ]
" Federal o . o ' R 33,0t6 $ © 61,226 .8 - 51,514
1_ . Stateandlocal - ‘ 803 13,600 2,397
»«.. Foreign . " , T . : . . 5,552 1,567 3117 -
fress 39371 76393 57.028 |
Deferred:
B 70 Federal 1. % - (2,663) (11,823) 12,097 |
State and local = ! ++ . ) T . 2,381, 2 (1,538) *,-(4,494)
'} g i Foreign . - (18)__ Q212 -
f e : AR ‘ (300) . . . (13,573) v 7,603
Income tax expense (benefit) . - $ 39,07 $ 62,820 § 64,631
' A .
. . n t
The differences between the statutory federal income tax rate and the effective tax rate are attributable to
the following: T s . ' I
.t Years ended December 31, .
L St 2006 2005 2004
rFedrmll income mﬁ_ provision comput;ﬁd'éit the statutory rate 35.0% 35.0% 350% J .
State and local taxes, net of federal income tax benefit . 32% 59% . - 1.9%
Tioint venture minority interest . 04)% (3.5)%. . 9% |
Valuation allowance . " 0.2% 1.0% 3.00%
Foreign taxes ~ 0.7% 09)% 0:5)%
. Other, ) , 08% (L0 . 0T%
;;l'otal provision for income taxes. - ‘ L . ] ) 39.5% _ 36.7% _ 31.2% J

4

-~ During 2008, certain tax reserves were increased for potential state and local exposures for uncertainties
related to recent interpretations of tax law. Conversely, certain other tax reserves were decreased due to publication
of a favorable ruling. The ultimate outcome of these and other uncertainties may include favorable or unfavorable
adjustments to our estimated tax liabilities in the future. We believe that accruals recorded for tax liabilities, which
relate primarily to state tax issues, are adequate for all open years, based on our ‘assessment of many factors
including past experience and interpretations of tax law applied to the facts of each mattet.
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MARVEL ENTERTAINMENT, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continied)

; December 31, 2006

st 8

8. [Income Taxes (continued)
1
During 2006, there was an unusually high amount of nonqualified stock option exercises. These exercises,
which generate tax deductions, put us into a tax loss position for 2006. We have secured a refund of Federal
estimated taxes previously paid with respect to the. 2006 year and, addltlonally, will file for a refund of Federal tax
resulting from carryback-of the 2006 year tax loss to offset. taxable income in prior years. In accordance with SFAS
123R, the tax benefits related to these optlon exercises increase stockholders' equity rather than reduce tax expense.

" We are not. responsrble for the income taxes related to the minority share of the Joint Venture income, and
as such, our tax rate is reduced for the taxes assoclated with the minority share of the Joint Venture income, which
lowers our effective tax rate. The impact of this reduction to our effective tax rate is greater in periods when the
operating results of the Joint Venture are higher (2004) and lesser.in periods when the operating results of the Joint
Venture are lower (2005-2006). For 2005, the reduction in our tax rate related to the minority interest share of Joint
Venture income-also includes:the beneﬁt of the correction of 2004 tax expense related to the Joint Venture as

discussed in Note 2. a,» _ ,

4 . . - -
PR T W
~ We retain various state and local net operating loss carryforwards of $411 million, which will expire in ... .
various jurisdictions'in the years 2007 through 2026. Of this amount, $90 million will be recorded in additional
paid-in capital when'realized. As of December 31, 2006, there is a valuation allowance of $1.1 million against
certain capital, state,'and local net operatmg loss carryforwards, as it is more likely than not that such assets will not
be realized in the future ;

’

ram

' For financial statement purposes, we record income taxes using a liability approach which results'in the
recognition and measurement of deferred tax assets based on the likelihood of realization of tax benefits in future
years. Deferred taxes result from temporary differences in the recognition of income and expenses for.financial and
income tax reporting.- The srgmﬁcantacomponems of our deferred tax assets and liabilities are as follows:

, . P . . . PR S S TR T

December 31,-

2006 2005
U TG S SR TR vvn epy gy e ey oo o, o (in thousands)
beferrm tax assets: ' -..,_1._.,1 el
Accounts receivable 3 774 $ ) 176
[ [uveutory 1 860 5315 ]
N Deprecmnon/ amortization. * ¢ - .- 1,616 785
[ 7 salesreserves - E.__ 4272 2,440_]
" 'Employment reserves Lo L R R X 17200
[_' ™ Minimum pension habihty ! ' : ' . 1RO : 2;0673131
.« Other reserves T ) 2057 v .- P 4,000
i _Net operating loss carryforwar, I - 29,840 312,844
" Tax credit carryfarwards B ' - 1,649 - -
L " Licensing, net r 14,421 13,036'-‘_-E‘_ -
*Other e ‘ : 183 . % © . L7247
[ Total gross deferred tax assets 61,716 60,371}
Less valuation allowance L , (1,067) (2,610)
L§§E;=%é" ~:Netdeferred tax assets - I : R O A 60,6495 . . 5T76L
vi » Deferred tax labilltles: .5 v . 7, ¥ R I I I P RIS X2 TR LA A P S
v \~Unremitted forcign earnings I L 1,669 K . 1;730. 0, -
VR S .;"_Umehlizedforeignexchange,.':- T TR LR, PP [ B UNTREPL T o s 0 b ol o 1
~ Total gross deferred tax liabilities . ] T e L 679, 2L A I L
—
‘Net deferred tax asset - | § - ; s, 58970_.- § 60134 -
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MARVEL ENTERTAINMEN’]‘:, INC:
NOTES TO CONSOLIDATED FINANCIAL: STATEMENTS {continued)
December 31, 2006
8. Income Taxes {continued) ] ’ 'l‘-'.‘r,.,_':'t; LR N : Corr e e e

"+, ~» We orone of our subsidiaries file income tax returns in the U S..federal jurisdiction, and various state, local
and foreign jurisdictions. We are no longer subject to tax’examinations in any jurisdiction: for the 2002.and prior
tax years. The Intemal Revenue Service has recently commenced an examination of our 2003 through 2005 tax
years, oo o, N e e R N SR - i b

In July 2006 FIN 48 was 1ssuecl whlch clanﬁes the accountmg for uncertamty in income tax posmcms s
discussed in Note 2. Upon adoption, we estimate that a cumulative effect adjustment of not more than $25 million
will be charged to our retained earnings to increase reserves for uncertain tax positions and related accrued interest.

This estimate lS subject to revision as we complete our analysis.

9. Related Party Transactlons : ) BV

In December 2005, Mr. Perlmutter sold Tangible Media, Inc. (“Tangible Media™) a corporation described
immediately below. Tangible Media was wholly owned by Mr. Perlmutter and, therefore, .our affiliate prior to that
sale.

~'Tangible Media acts as our media consultant in placing certain of our-advertising and receives certain fees
and commissions based on the cost of the placement of such advertising. : Tangible Media received payments of fees
and’ comtmssmns from.us totalmg-apprommately $487,000'and $330, 000 in 2005 and 2004; respectively. ...+ - .
Ao E T L L B L I T B 21 ) L I R
Tanglble Media shares certain office space w:th us at our prmmpal executive offices and related overhead
expenses, and Tangible Media has agreed to reimburse us for the associated costs: Tangible Media paidus . r .. 1
approximately $106,000 and $93,000 in 2005 and 2004, respcctlvely, as reimbursément in accordance w1th that
agreement'r’ T L T R I L N T BT L RRT! SR SN To
B , oy PRI HRVEE STV N B I PR R T B v R Br .:t“'_.' T
- 1+ AvitArad.& Associates;an entity owned by ‘Avi Arad (who'was an officer, mémber of the Board of » -1
Directors, and major stockholder of Marvel during 2004 and 2005 and:the first half ofi2006); was entitled.until ..}~
December 31, 2004 to royalty payments for toys Mr. Arad invented or designed. Our obligation to make royalty
payments to Mr. Arad or his affiliates ceased as of January 1, 2005, pursuant to amendments effective May 17,2005
and May 30, 2006 to our master license agreement with Avi Arad & Associates. The latter amendment made the
master license agreement perpetual and royalty-free. -During the year,ended December-31, 2004, we incurred
expense,of approximately $0.9 million with respect to-royalty payments owed to Avi Arad & Associates fortoys ¢,
invented or designed by Mr. Arad. In addition, an entity wholly owned by Mr. Arad provided production services in
connection with our animated teleévision series in 2004. During the year ended December 31, 2004, we incurred
expense with respect to-production fees owed.to this affiliate of approximately.$0.3 million, ‘We did not incur
expense in'connection with these arrangements in 2005 or. 2006, \Mr.; Arad.resigned from hlS posnmns as officer. and

director of Marvel (including its subsidiaries).¢ eﬁ"ectlvc May 31, 20063: At s Ty gty
R ‘ B AT I M T- a0 . L . ! . "‘ . l" .l' R o -" oy f, 7. (13 ,’f‘] a \: [ b SRR Lo PR G
10. Commltments and Contmgencles T P T L T
LGRS LRI P T SR A r-:.!th L L O L
We have commitments unider various operatmg leases, primarily for.office space, certam of whlch extend :

through September 29, 2011. IR S TR A

.~ During:December 2004, we entered into a lease-amendment to effect thc early termination of the lease for
our former.corporaté office space, which generated-a fourth quartet: chargc to operations:of.$4.0 million in 2004. .\
This charge was included in selling, general and administrative expenses in the;accompanying 2004 Consolidated '
Statemient of Net Income. .« . .+ .« .1 . oot epmbauier o0 0 T I RL 7 1L

. .
T A R M

=
—
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MARVEL ENTERTAINMENT, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
December 31, 2006

10. Commitments and Contingencies {continued)
Rent expense related to non-cancelable operating leases amounted to $2.6 million, $3.3 million and $7.3
million for the years en_ded December31, 2006, 2005 and 2004, respectively: o

] (TR . ’

Minimum rental payments under non-cancelable operating leases as of December 31, 2006 are as follows (in
thousands): ol oo . CL .
Year ending December 31: . ' . .
20078 ‘ e $ 2192 |

2008 2,461
3000k 2453 |
2010 | 2,121
. 01 1232_]
Total - - ‘ 5 10459 -

L

Loy

We are a party to a lease agreefnent for a public warehouse in Fife, Washington. The lease payments
associated with this warehouse are based on cubic feet used by us, measured monthly, and are subject to change
depending on the capacity devoted to the inventory stored‘at this location. For the years ended December 31, 2006,.
2005 and 2004, rent expense associated with this lease was $0.6 million, $0.1 million and $0.4 million.
Legal Matters 1 . LT e - . . vt

) ;: ) . ' . S b . +

We are involved in various legal proceedings and claims incident to the normal conduct of our business.
Although it is impossible to predict the outcome of any legal proceeding and there can be no assurances, we believe
that our legal proceedings and claims, individually-and in the aggregate, are not likely to have a material adverse
effect on our financial condition, results of operations or cash flows. St R
11. Benefits'Plans L ' Co . PR . et

We have a 401(k) Plan éoveﬁng substantially ali of our employees. We may make discretionary
contributions to'this plan. However, no such contributions were made during the years ended ‘December 31, 2006, -
2005 or 2004. Co Co T . - - . )

In addition, in connection with thé 1999 éale of the assets of our Fleer and Skybox International
subsidiaries, we retained certain liabilities related to the Fleer/Skybox International Retirement Plan, a defined -
benefit pension plan for employees of that subsidiary (the “Fleef/Skybox Plan”). This plan has been amended to -
freeze the accumulation of benefits and to prohibit new participants. Based on our assumptions, the accumulated
benefit obligation amounts to $20.7 million ($21.7 million as of December 31, 2005) of which $5.9 million ($7.3
million as of December 31, 2003) is unfunded at December 31, 2006. Since the plan is unfunded, the current
liability equals the present value of benefits expected to be paid from the plan in the next 12 months, and the

. T . Lo
remainder of the liability is noncurrent.

Plan administrative expense:s"for the years ended December 31, 2006, 2005 and 2004 were not significant.
Pension costs are funded based on thé recommendations of independent actuaries, and amounted to $1.0 million and
$1.1 million during 2006 and 2005, respectively. ‘We expect contributions for our pension plan in 2007 to be-
approximately $1.5 million. Expected benefit payments are based on the same assumptions used to measure the
year-end benefit obligations. o :
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MARVEL ENTERTAINMENT; INGC!
NOTES:TO.CONSOLIDATED.FINANCIAL' STATEMENTS (contmued)

K December 31, 2006 '

I v .

. . . L .
i1. Benefit Plans (continued) * ‘ e (buunizieos) ety Wawsd 1Y

4 4eWe target approximately :80% of our pension plan-assets to be, investediin-aicombination-of.commercial
paper;andia stable;return;fund},based on:the risk.tolerance’characteristic.of the plan,which mayibe adjusted:in thé ol
futuse to achieve our,overall investment; objectwe -The balance ofithe fund is investediinivarious common:stocks;sion
including, from time to time, our shares. We develop our- expected long-term rate of return assumption based on the
hlstoncal\expenence of our ponfoho and the review of projected returns by asset class. The dnscount rate is based
obllgaflf)—rrs:THl?lndex is an average “of the Utllmes and Industrial bond indices. Weé 'détermine the discount rate at
each mewment date The fund prowdes for the payment of benefits at any tlme L v e T T e 1A
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Our plan asset ailocatlons at September 30, 2006 (plan’s measurement date) and target allocatlon for 2007
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‘MARVELENTERTAINMENT;INC:

NOTES/TQO CONSOLIDATED, FINANCIAL:STATEMENTS (continued)

Pttt el

‘December:31;,2006
12. (Segment;Information (continued) (Dasaitnos) noitamnolnl Iasivgse .53

Jatit dnThe transrtlomfrom | TBW:hasiresulted:i 1n5an|mcrease m[toy‘rsales compared Wwith:2005;.and:a related
increase:in. cost.of sales -as wejhavelbeen sellmg our product directly to the: retaller,,and 1ncurrmgtthe manufacturing;
costs,of these _products>However;. the transmon from;TBW; disrupted productton and caused;cancellations;of;certain j

sales orders. . ;. e - el Zyod) bas nghd noil ,wp[;l‘,gngttm'd@ I,;to -bozed goiupungolg
: (in thopsene !
b:Toys:in;2005.and in Brior: Years B 1o uinoz Lozaoil vsd oW znditl snang’ lha\omttdx TGS

. oty it diptaiy 1l aeni) Comnratte ool Ak oy MSFTA s ~ioy ;ﬁ
:tfl’ fﬁ% X l '"T ?sggm'en? "\va’s Ina penod of E‘ransmorft d‘n‘ven by th'ersrtérr'ur\tg tr.lc.lam‘f'wrZOOG Of our ag?‘gé'r'n ﬁ'ﬂ
At ety Fan Ltk
w1th Hasbro and the December 2005" earl Rermination of our. agreemeht wrth TBWr(gee‘N te 7) JoBH oSV O
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ﬂ"f,f . iwohie ag e o 1250¢
r _ Mal'vel ‘\s'Tdy segment created deSIgned developed“ qgrll‘étgd and dtstrtbuteﬁ’}a llmlted lme of toy‘sp to tll'e‘ a

worldwrde marketplace Our.toy produ'cts were based upon Spider-Man movies and upon characters that we llcensed

L

in, such'as characrt‘ers from the' mov1e’gllogy The Lorqd'_‘ of {hemegs zthe television' sll‘d\iTs“fdl:Total\Nonstop *Actlon
(TNAY) Wwresiling and the movie; and't *t’elewsnon shows: ‘based: on the character Guriotis George® OunSpectra Star .

division (whtch was, closed'mld 2003) desrgned produced andJsold klteslm,b_o_th mass; .market-storés and: spec1alty3 ol

hobby shops. ab:qz L.t 921 lol 215155 Frcs, o sty boensait velisvmd oW sbinblT 0bdsit0 ni.chneii() lskisvinly
~F - - “nssal..,a,lr.eﬂ-nt-:l:sqemadt a0thite. 'szisvialt-adris-noitonis
rI'As a“result of our early termination of our license with TBW in December 2005; all Marvel char%cter-based

toys prevrously produced for retail by TBW were produced and sold by our Toy segment 1n 2006 o wm,&mu«ﬁ

1' h

A
. (31 1oy, ) -t 1 o)
Film'P rrgag e ‘:Segm’én nvhe 25 1BcqEE 1Rdl.znonlomoTg o-2it sz 10t siasieds 0o’ ezﬂanrl oulsa Wiy

Tolht 2y edle pr s 2rohsnEn {esincanior e 10\balsgsthuenos of 212stnon bas asdstzqeowd 'emmgmq

The expansion of our studio operations to include feature films that we produce ourselves began in late

12005 wrth our entenng mto’a $525 m111|on film: facrltty (the ‘F1lmJFac1hty”) to-fund:the production:f.6 our FHims? »Thts
expanswn  has resulied:in-the.creation foF. the; Film® Productlon Segment!; During 2006, we: substantially Completed the
ramp-uptof;our.fmowe production business;including the; addition.of key; personnel,;to support the development_land]
productlon of our self-produced filmsY Consequently, we have presented the Film Production segment separatelylas;
of December:31, 2006, Prev1ous]y, Marvel Studios! operations related.solely,to the ltcensmg of our;c characters toe .

thlrd-party(motton plcture and televns‘lgn producers Those hcensmg actlvmeslwere mcluded,tand are. sttll mcluded,q
in:the. Llcensmg segment However the operattons of developmg and, producmg ourown t theatrlcal releases are

i Vry ey A5 4137

reported in’our newly Created-Film: Productlon segmentJ as, ‘these’ operattons are' mherently dtfferent than that of
lli‘:?ﬁsmg o{lu' clfal'aEté‘r'sl IThelFtlm Productlon?se'gment was created 'in September 2005 Gpoie: executron FOf the filin A
facrltty“"but d1d not requlre sep"arate presentatlon in 2005 Operatmg costs for “Sir ‘Film* Producttonl segment Consistt-)

ﬁh%%ly of employee compensatton andIS 15’ mlllton ot mtscellaneous expenge related to'the"dedling i the fair oo

value of our ‘interest rate cap associted with'our ﬁlm‘fac1hty° Therélwé't‘g 1o SIgmﬁcant opb‘i"&litﬁg costslwuhm 'the' €

nnnnnn

| Fllm Productlon segment 0200525 1dentifiable assets for thé FilmiProduction § Segiment: a5'0f-Decémber 3 1€ 2006 and
2005l1ncludes allocatcd goodwﬂllof $-12 ml"loﬂth TH}‘ Bll. ‘l\fﬂfldWlde LU! {leﬂ“hlnua-d D{.Ct:.'l‘t“te] LOO ﬁhﬁ'ﬂj‘a? ‘FUT

Hasbro, Ing., deseribed bolow, in cur oy ~gment. TO0S 1 2o
We expect. the Ftlm Productlon segment 3 operatlons to look very different startmg in 2{)08 when we first

| reléaderours self-prodt'ic"e“d D AT that timmie, we‘ \vtll begin r recogmzmg fevetiie AT we' recogmze revenugé'for a
' particulaf't theamca] release‘ Wewill’: amorttze the related capltahzed fitr’ productton"costs in. the ]'J'r'o'p'o‘rttoh’thatrthe T )

recogmzed revenues bear to the total estlmated llfettme revenues of the theatncal telease raduce motion ptctuﬁ 050

[T TV Y Waen swr

featvag chanicien, mcludmg Dared: lﬂ"tt 11y, The Fantastic Four and X- M'*n We alio have N'bl\g ’llﬂﬂw«Y

licenses w ith studies 1or o number of @or othz: characters, including Spide--Mian, Deathlel , Namror an

Puuimyed Blogibnsboaibmgosy e W& rddéistarhed dronabohpylmiofysuheyantauid .mandodsvnﬁm taoM

woLrdizhgeasoiting. biand Hap esieans gb-1obige no bazed zvor suuhorg of beauniinns oals sW 000K ni trsimase ¢oT
guilizorgd AT bns odovd sha') motl 2rotusisiiy bos 091090 euonul) 28 davz awiumerda

Vit 2+ Gam:. +. We bave licellied sorne of cur vharacters to top-ier my'y' aars such 23 Activision,
Eleetronic Asts, Muciosofi, Sega, and @hoos to produce cunent amd negi-ge. oot oo video pranes on muitiple
platforms fnciuding Xhowx 360, Playutiion 3, ™ uilado Wik, Playstation 2, Dantendo D3, PSE and PC.




MARVEL'ENTERTAINMENT;:INC. \Ir
NOTES TO CONSOLIDATED FINANCIAL: STATEMENTS (continned)
December:31,'2006
12. Segment Information {continued)
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Revenue by Geographic Area*

FIOAE B PN PO TN B N T S 'Jf}"'.(i-l.l.t!ml!sang.s)_' Caat e ig e s IU:F Ay AR T e
2006 2005 2004 . ‘.
Tk K
U.S. Foreign U.S. Foteign U.S. Foreign
l‘_. :s_br'iui Y I BT T TN R MUY R L R i L : HRLE T | S o L |
Licensing 3 83935 % 43306 § 181,959 & 48,104 % 173,806 __ § 40,928

Publishing C90.924.. g . 17540 ... - 77312 15,143 72,779 13,164 ,
{T oys o 82,171 33902 ' 47,695 20,294 140,092 72 6993 '
oe, Total . S . 257050 § . 94748 S 306,966__$ 83,541 $. | 386677 S 126791 . .
LI [ N YA : e L LA LR P

* In 2006, $4.4 million of U.S. toy revenue and $0.8 million of foreign toy revenue is atrnbulable to royalnes and service fees generated by 1 4 - a.j
Hasbro. $37.1 miilion and $11.4 million of the U.S. toy revenue and $14.7 million and $3.7 million of the foreign toy revenues for 2005and _ v

2004, respectively, are attributable to royalties and service fees from loy sales generated by TBW. P I T
A Loty LN Vo RN SN P . e ., n P A A NI "
[ ¥ L st lovan .\i
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Iron Man Facili

B -'"'q"' I S VIR 2 O ! h'. LV PR ' e oanhe P

On February 27, 2007, we closed a-$32.0 million financing, through our.wholly-owned consolldated

subsidiary, Iron Works Productions LLC, which may be used to partially fund the production of our fron Man

feature film. ‘Borrowings .under this facility are non-recourse, to us and our affiliates other than with respect-to the
collateral pledged to this facility, which'consists of various affiliated.film companies’ rights to distribute the fron

Man film in theterritories. of Australia/New:Zealand, Spain} France, Germany and Japan-and the contracts that our =~ d
affiliate, MVL Productions LLC, has entered,into-with third-party, dlstnbutors to distribute. fron Man;in these '
territories. - This facility, which expires-onJuly 25,-2008 or sooner.if- anrevent of, default occurs, consists of $32.0
million in bank debt but contains a $2.5 million interest reserve;that will prevent. us from borrowing the full amount.

The rate for borrowings under this fac111ty is the bank’s prime rate or LIBOR plus 1%; at.our election:. The facility
contains customary event-of-default provisions and covenants regarding our film-related affiliates, the production of

the Iron Man movie and our ownershlp of:the intellectual property,underlying the fron Man movie... , . .,

R o B L AT ey O T Lt TV A L I Y. I i L
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MARVEL'ENTERTAINMENT, INC.

b .
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS {(continued)

] December 31; 2006

! 14. -Quarterly Financial Data (Unau‘dited)
- v

|
Summarized quarterly financial information for the years ended December 31, 2006 and 2005 is as follows: .
b

Yeba
v . - . P . . f

}

'!

’ . 2006 ' 2005
; ,

3
' {
- . ¢ . - - . .
Quarter Ended March 31 June 30 September 30 December 31  March 31 June 30 September 3¢ December 31
L 8 . . . . . s n . N B
. | . * - K2

{in thousands, except per share data)

b

Netales! $ 90,058 §_ & 84?63 $ 9216l § 85216 $7104,144 $ . B8140.S.

Net income 17,509 16.207 13.200 11,698 27,721 25,787
mta”nemgcome per common : '

. i Ge‘in accounting principle § 020 § 020 $ 0178 014§ 0278

Dilutive net income per common L
share before extraordinary ¢t :
gain and cumulative effect of ? ; ) . o, e s
change in accounting principle $  0.19 § 019 3 0.16 § 0.14 3 025 % 024 § 023 § 0.26

P
*Quarterly financial data for the quarter ended March 31, 2005 include a pre-tax charge to operatlons of
$10 million associated with the settlement of lmganon with Stan Lee. _ .

. I t T L ,."_'.‘- .
J“"‘Quarterly financial data for the quarter ended December 31, 2005 include a pre-tax'charge-to operatlons

-+ of $12.5 million for the carly termmatton of the TBW license. (See Note 7). Inf addttron _the quarter ended- -
December 31, 2005 includes an out- of-period adjustment to reduce current income tax ¢ expense by $33
million associated with tax accountmg for the Joint Venture (see Notes 2 and 8), additional reserves of .

~ $10:2 million for a change in estimate of potential exposure based on recent mterpretattons of tax law, and-
". a credit to operations of $36. 5 milllOl‘l net-of a studio share of royalty provrslon 'from the extensmn of ant
"interactive game llcense \ ; A T v -

R
v o { T

The income per common share computatton for each quarter and year are separate calculations. * =~ -l

Accordingly, the sum of the quarterly income per common share amounts may not equal the net income per
common share for the year. !

|
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MARVEL ENTERTAINMENT, INC.

SCHEDULE 11 - VALUATION AND QUALIFYING ACCOUNTS

Balance At Charged to Charged to Balance at

Beginning of Sales or Costs Other Deductions End of
Description Period and Expenses Accounts (3) Period

(in thousands)
Year Ended December 31, 2006

;Aliowances included in Accounts Receivable,
Net:

{__Doubtful accounts—current $ 3993 § (1.877%2) 8 - 5 ©O_8 . n72107,
Doubtful accounts—non-current - - - _

Advertising, markdowns, volume discounts R
and other 12,216 23,366 (1) - (7078

E’nluation allowances against deferred faxcs 2,610 150 (1,693) =
;Year Ended December 31, 2005 i . YI :"j

Allowances included in Accounts Receivable,
Net: i

Doubtful accounts—current 4,851 451 X2 - (407 3,993

Doubtiu] accounts—non-current - - = - - E

Advertising, markdowns, volume discounts
and other 11,167 g 10,415 (1) - (9,366)

I

Valuation allowances against deferred taxes 887 1,866 - {143}

Year Ended December 31, 2004

L‘A llowances included in Aceounts Receivable,
Net:

[ Doubtful accounts—ecurrent 5073 . 49 (2) (323) T (398)
Doubtful accounts—non-current - - - -

Advertising, markdowns, volume discounis

and other 11,845 13,355 (1) ; L (14033)_
———————a— s = . B N .
Valuation allowances against deferred taxes 7,037 267 = eNn___ 887 |

(1) Charged to sales.
(2) Charged to (recovery of) costs and expenses.
(3) Allowances utitized and/or paid.
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DIRECTORS AND EXECUTIVE OFFICERS OF MARVEL ENTERTAINMENT, INC.

Morton E. Handel
Chairman of the Board of Directors

James W. Breyer
General partner of Accel Partners

James F. Halpin
Former President and Chief
Executive Officer, CompUSA, Inc.

Isaac Perlmutter
Chief Executive Officer and Vice
Chairman of the Board of Directors

Alan Fine

Chief Executive Officer of the
Publishing and Toy Divisions

DIRECTORS

F. Peter Cuneo

Vice Chairman of the Board of
Directors and former President and
Chief Executive Officer

Sid Ganis

President and Managing Director of
Out of the Blue Entertainment;
President of the Academy of Motion
Picture Arts and Sciences

EXECUTIYE OFFICERS

David Maisel

Executive Vice President, Office of
the Chief Executive and

Chairman of Marvel Studios

Isaac Perlmutter

Vice Chairman of the Board of
Directors and Chief Executive
Officer

Richard L. Solar

Former Senior Vice President,
Director and Chief Financial Officer
of Gerber Childrenswear, Inc.

John Turitzin

Executive Vice President, Office of
the Chief Executive and

General Counsel

Kenneth P. West

OTHER COMPANY INFORMATION:

Executive Offices:

417 Fifth Avenue
New York, New York 10016

Transfer Agent and Registrar:

American Stock Transfer & Trust
Company

59 Maiden Lane

New York, New York 10007

Executive Vice President and
Chief Financial Officer

Independent Auditors:

PricewaterhouseCoopers LLP
300 Madison Avenue
New York, New York 10017

The certifications required by Section 302 of the Sarbanes-Oxley Act of 2002 have been signed by Marvel’s chief
executive officer and chief financial officer and filed as exhibits to Marvel’s Annual Report on Form 10-K.
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